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ABSTRACT 
The purpose of this study was to investigate allegations of abuse related to 
the United States' bankruptcy system. This study used data on bankruptcy and 
financial problems from the Panel Study of Income Dynamics (PSID) to estimate a 
model of consumer bankruptcy abuse. The focus of this study was the extent to 
which consumers were abusing the right to file for bankruptcy protection. 
Specifically, this study used a cross-sectional, time-series model of 
bankruptcy and financial problems and assessed the relative importance of different 
personal and financial variables in predicting bankruptcy. This study sought to 
investigate 1) if households in this sample had ever experienced problems managing 
their money, 2) if households in this sample had ever filed for personal bankruptcy, 
and 3) what impact these financial management problems had on a household's 
probability of filing for bankruptcy protection. 
Results indicate that for many bankrupt households the decision to file for 
bankruptcy protection was not their first choice to financial distress, as claimed by 
those alleging bankruptcy abuse; instead, filing for bankruptcy for several 
households was their last choice. A significant number of households in this study 
experienced multiple financial problems prior to filing for bankruptcy protection. In 
this study, heads of households were frequently unable to pay their bills in a timely 
manner. Many received collection calls from creditors. And still others sought 
financial relief through consolidation loans, repossessions and wage garnishments. 
The results indicate that financial problems are a concern to many American 
households. 
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CHAPTER 1. INTRODUCTION 
Bankruptcy is a legal remedy to overwhelming financial indebtedness that can 
be invoked voluntarily by the debtor (Sullivan, Warren, & Westbrook, 1989). In 
1934, Supreme Court Justice Sutherland stated that bankruptcy laws should "relieve 
the honest debtor from the weight of oppressive indebtedness and permit him to 
start afresh" (McKinley, 1997, p 33). Since that time, record numbers of Americans 
have made the financial decision to "start afresh" by relieving themselves of millions 
of dollars of debt by filing for bankruptcy protection (McKinley, 1997; Sullivan et al., 
1989, 1997, 2000; Warren, 2003a). 
Through bankruptcy, the nonpayment of debt may be legally sanctioned— 
absent the finding that the process has been abused (U.S.Code). Section 707(b) of 
the previous Bankruptcy Code of the United States stated that the court may dismiss 
a bankruptcy filing if granting the debtor a discharge would be "a substantial abuse" 
of the provisions of that chapter. However, according to Stewart v. Koch (1997), and 
Beharry v. State of Pennsylvania (2001), the term "substantial abuse" was never 
adequately defined in the previous bankruptcy code. As a result, researchers and 
policymakers have struggled to define, study, and regulate bankruptcy abuse. 
One possible way it has been suggested to abuse the bankruptcy system is 
to file repeatedly for bankruptcy—every six years as the previous law permitted 
(Sullivan, Warren, & Westbrook, 1989). A second way it has been suggested that a 
consumer can abuse the bankruptcy system is to file for bankruptcy needlessly if the 
consumer is able to repay his or her debts (Nimmer, 1987; Sullivan et al., 1997). As 
stated previously, the United States Bankruptcy Code does not adequately define 
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what constitutes "substantial abuse"; however, some courts reportedly have 
interpreted it broadly to include personal bankruptcies in which the debtor has the 
obvious ability to repay a significant portion of his or her debt (Barron & Staten, 
1997), 
Finally, still others suggest that bankruptcy abuse may be found in the 
manner in which the debtor has dealt with his debt and his creditors prior to filing 
(Frank, 1996; Nimmer, 1987; Sullivan et al., 1997; Sullivan & Worden, 1992). 
According to Sullivan et al. (1997), debtors who file for bankruptcy protection even 
though they are not experiencing problems managing their money are abusing a 
system intended for people in disastrous circumstances. Zywicki (2005a) states that 
increasing numbers of consumers are choosing bankruptcy as a first response to 
financial problems instead of seeking other options such as reducing spending. 
While stories alleging bankruptcy abuse are common in the literature, limited 
empirical evidence exists to support these allegations. This study expects to 
increase our understanding of bankruptcy and allegations of bankruptcy abuse by 
exploring more thoroughly the last of the three previously mentioned examples of 
bankruptcy abuse: households that file for bankruptcy protection as their first choice 
without having previously experienced financial problems, such as being late on debt 
payments, taking out consolidation loans to pay off one's debts, or being the subject 
of debt collection practices. 
This study uses data on bankruptcy and financial problems from the Panel 
Study of Income Dynamics (PSID) to estimate a model of consumer bankruptcy 
abuse. Specifically, this study will use a cross-sectional, time-series model of 
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bankruptcy and financial problems and assess the relative importance of different 
personal and financial variables in predicting bankruptcy. 
This study seeks to investigate: (1) if households in this sample have ever 
experienced problems managing their money between the years 1991-1996, (2) if 
households in this sample have ever filed for personal bankruptcy between the years 
1991 and 1996, and (3) what impact these financial management problems have on 
a household's probability of filing for bankruptcy protection. Proponents of the 
recent bankruptcy reform legislation would have us believe that financial problems 
have no impact on a consumer's decision to file for bankruptcy and that most 
consumers are clever manipulators who have figured out how to avoid their financial 
problems and avoid repaying their debts by filing for bankruptcy protection (Sullivan 
et al., 1997). 
The purpose of this study is to determine if allegations of widespread abuse 
of the bankruptcy system by debtors are well-founded. This study uses questions 
about how households manage their money to examine how these money 
management practices affect the household's probability of filing for bankruptcy. 
Significance of the Study 
On April 20, 2005, The Bankruptcy Abuse Prevention, Consumer Protection 
Act became Public Law 109-8. The stated purpose of the law is to improve 
bankruptcy law and practice by restoring personal responsibility and integrity in the 
bankruptcy system and to ensure that the system is fair for both debtors and 
creditors (U.S.C.). However, the title clearly suggests that preventing bankruptcy 
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abuse was one of the primary goals of this legislation. At the signing, President 
George W. Bush declared, 
Our bankruptcy laws are an important part of the safety net of America. They 
give those who cannot pay their debts a fresh start. Yet bankruptcy should 
always be a last resort in our legal system. If someone does not pay his or 
her debts, the rest of society ends up paying them. In recent years, too many 
people have abused the bankruptcy laws. They've walked away from debts 
even when they had the ability to repay them (Bush, 2005). 
Because bankruptcy laws provide some measure of security to all American 
consumers—that should they falter financially they will not be rendered penniless—it 
is important to determine if too many consumers are abusing the system and are 
thereby jeopardizing this legal right for all consumers. This study will attempt to 
understand the factors that affect a household's bankruptcy filing decision. 
Figure 1.1 provides a clear picture of the importance of studying the causes of 
bankruptcy in the United States. As shown, bankruptcy rates have increased 
drastically since 1987. In 1996, for the first time the number of annual consumer 
bankruptcy filings exceeded one million. This milestone occurred in the last survey 
year of this study. 
Bankruptcy Filings, 1945-2003 
UNA* ,' V" 
•' <\ri» < f 
WJ f% I 1: * 
'
J 
" jL 3.1#' J.» C 
!  16  
Fil ings 
per 14 
: 1,000 
|  Famil ies  ^  
10 
. 
6 
4 
2 
0 
1947 1951 1955 1959 1963 1967 1971 1975 1979 1983 1987 1991 1995 1999 
|  Year ; 
Figure 1.1. Bankruptcy filings 1945-2003. Source: Zywicki, 2005a. 
The literature on bankruptcy is voluminous, but researchers have yet to 
determine all of the factors that influence a consumer's decision to file for 
bankruptcy. Previous research has considered age, gender, education, household 
size, marital status, employment, and health as predictors of bankruptcy. 
While additional studies have suggested that factors associated with filing for 
bankruptcy protection may include a desire to end creditor harassment, or 
repossession of property (Godwin, 1999; Hira, Fanslow, & Vogelsang, 1992; 
Stowers & Cole, 1997; Yeih & Widdows, 1995), these previous studies did not 
determine the extent to which consumers experienced these debt collection 
practices prior to filing for bankruptcy protection. This study will investigate to what 
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degree bankrupt and nonbankrupt consumers experience debt collection practices 
as a result of financial problems prior to filing for bankruptcy. 
The purpose of this study is to investigate if allegations of bankruptcy abuse 
are well-founded. This study will investigate if household heads are choosing to file 
for bankruptcy as a first response to creditor demands upon the household system in 
an attempt to solve their financial problems, or if the financial health of the 
household deteriorated prior to filing for bankruptcy and the household head sought 
other solutions to the household's financial problems instead of filing for bankruptcy. 
The importance of this subject to consumers, creditors, legislators, and 
educators cannot be overemphasized due to the fact that a consumer's decision to 
default on his financial obligations and file for bankruptcy protection affects not only 
the consumer, but also the economy as a whole (Sullivan et al., 1995, 1997, 2000). 
The ability to predict with reasonable accuracy households that are likely to file for 
bankruptcy benefits both creditors and consumers. Although the research on 
bankruptcy is plentiful, few studies specifically have investigated bankruptcy abuse, 
and even fewer have looked at this particular example of bankruptcy abuse. This 
study will help to fill that void. 
Dissertation Organization 
This dissertation is a collection of five chapters, the sum of which contributes 
to the information on bankruptcy by examining to what extent bankruptcy filers 
engage in alleged bankruptcy abuse. The goal of this study is to understand better 
the issue of bankruptcy and the financial management processes that lead to that 
decision. The study contributes to the body of literature on consumer bankruptcy. 
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Chapter 1 offers a general introduction into the issue of bankruptcy abuse and 
a glossary of common bankruptcy terms. Chapter 2 provides a thorough review of 
the literature on bankruptcy, the bankruptcy process, current and past bankruptcy 
legislation, bankruptcy trends, and bankruptcy abuse. Chapter 2 also presents a 
review of Systems Theory, the theoretical foundation for this research. Chapter 3 
describes the data and the methods used in this analysis. Chapter 4 provides a 
thorough explanation of the study's results and presents a discussion section. 
Chapter 5 offers concluding remarks and implications for future research and future 
policy. 
Glossary of Terms 
• Automatic Stay: The suspension of actions, such as debt collection or foreclosure, 
against the company in bankruptcy. Occurs automatically when the bankruptcy 
petition is filed. This action protects the debtor from creditors seeking to seize its 
assets. It protects some creditors in that it prevents one creditor from obtaining an 
excessive share of the assets of the bankrupt to the exclusion of the other 
creditors. 
• Assets: An economic resource or item owned by a business that is expected to 
benefit its future operations. 
• Bankrupt: The entity that files a bankruptcy; the debtor; the insolvent entity. This is 
a non-technical term and is not used in the Bankruptcy Code. 
• Bankruptcy: A non-technical term for a legal state of insolvency. 
• Bankruptcy Abuse: Bankruptcy abuse has been defined as filing bankruptcy too 
frequently; filing bankruptcy at all if one is able to repay all or a portion of one's 
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debts; or filing for bankruptcy as a first resort to financial distress instead of seeking 
other means of repaying one's debts. 
• Bankruptcy Code: The name given to the statutory body of bankruptcy laws after 
the Bankruptcy Reform Act of 1978. 
• Bankruptcy Court: The federal tribunal where cases under the Bankruptcy code 
are litigated. 
• Bankruptcy Petition: The document filed with the court to initiate a bankruptcy 
proceeding. 
• Chapter 7: Liquidation proceedings. Generally, a trustee sells a debtor's assets 
and the funds are distributed to creditors. 
• Chapter 12: Family farmer bankruptcies. Only a family-owned farm business can 
qualify for Chapter 12 and it must have debt less than $1.5 million and have 50% of 
its income from farming operations. 
• Chapter 13: Bankruptcy proceedings for an individual with the intention of 
rescheduling the individual's debt rather than liquidating the individual's assets and 
debt. Chapter 13 is referred to as wage-earner bankruptcy. 
• Chapter 20: An unofficial term describing the filing of a Chapter 7 proceeding 
followed by a Chapter 13. The Chapter 7 filing eliminates unsecured debts while 
the Chapter 13 filing handles continuing liens. 
• Creditor: The entity to which a debtor owes a debt. 
• Debtor: The entity seeking protection from creditors under the bankruptcy laws. 
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• Default: The failure by an entity to abide by the covenants in a debt obligation or 
other agreement to which it is a party. The most common default is non-payment 
of interest or principal. 
• Discharge (of indebtedness): The satisfaction or elimination of the debts of the 
debtor by the bankruptcy court. 
• Dismissal: The termination of a bankruptcy proceeding. The bankruptcy court can 
dismiss a case if it deems that the debtor should not have filed or that a repayment 
plan can never be formulated. 
• Fresh Start: An informal term for debtors being given the opportunity to have their 
debts eliminated through a bankruptcy discharge, and then begin their financial 
lives again. 
• Insolvent: Generally it means that a household's liabilities exceed its assets or that 
it is unable to satisfy its obligations as they come due. 
• Involuntary bankruptcy: A bankruptcy initiated by at least three creditors holding 
unsecured claims aggregating at least $5,000 against the debtor. 
• Liquidation: The dissolution of an individual's assets. 
• Non-business bankruptcy: A bankruptcy categorized by the Administrative Office 
of the U.S. Courts as a non-business bankruptcy; the debtor in a non-business 
bankruptcy is usually either an individual or a family farm. 
• Personal Bankruptcy: Filed by an individual; also called a household bankruptcy, 
consumer bankruptcy, or wage-earner bankruptcy. 
• Petition: The document that commences a bankruptcy proceeding. 
• Straight Bankruptcy: An informal term for a Chapter 7 bankruptcy or liquidation. 
10 
• Abuse: A term that refers to abusing the privilege to file a petition. 
• Trustee: An agent of the court who manages the property of the debtor for the 
benefit of the creditors. 
• Voluntary Bankruptcy: A bankruptcy filed by the debtor itself. 
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CHAPTER 2. LITERATURE REVIEW 
The purpose of this study is to investigate allegations of abuse related to 
consumer bankruptcy. This study will examine the financial management practices 
of American consumers during the years 1991-1996 to determine to what extent 
consumers are selecting bankruptcy protection as their first choice in solving their 
debt problems, of if they have experienced financial problems and have chosen 
other options prior to or instead of filing for bankruptcy. Although there are 
numerous articles suggesting that consumers are abusing the bankruptcy system 
(Frank, 1996; Nimmer, 1987), few are backed by empirical research. This study will 
help to fill that void. 
Several views about bankruptcy abuse have been espoused in the past. The 
literature suggests that one possible way to abuse the bankruptcy system is to file 
for bankruptcy over and over again, as frequently as the law permits (Nimmer, 1987; 
Sullivan et al., 1989). A second possible way, it has been suggested, to abuse the 
bankruptcy system is by filing for bankruptcy needlessly if one is able to repay one's 
debts (Barron & Staten, 1997; Nimmer, 1987). Finally, a third possible way to abuse 
the bankruptcy system, it is suggested, may be found in the manner in which the 
debtor has dealt with his or her creditors prior to filing; in that, the debtor selected 
bankruptcy as a first solution to financial distress instead of making efforts to repay 
his or her creditors through debt renegotiation, returning secured property, or wage 
allocation (Nimmer, 1987; Stowers & Cole, 1997). This study will discuss all three 
views of bankruptcy abuse; however, the focus is on the third definition of 
12 
bankruptcy abuse: those consumers who file for bankruptcy as a first resort to 
financial difficulties. 
This study will fill a void left by previous bankruptcy research by investigating 
if the bankruptcy system has been abused in the past, in that consumers without any 
previous incidences of financial problems have chosen bankruptcy as a first resort to 
solve their financial problems or if they have sought other means of dealing with their 
money problems prior to filing for bankruptcy. 
For the most part, research addressing the issue of bankruptcy has studied 
samples of bankrupt consumers (Lown & Llewellyn, 2004; Sullivan et al., 1989, 
2000; Warren, 1998, 2003a). In contrast, this paper will include a nationally 
representative sample of households who have filed for bankruptcy as well as 
households that may be financially distressed but not yet bankrupt. It will examine 
literature describing bankruptcy, bankruptcy trends, and bankruptcy legislation with 
respect to age, sex, education, household size, marital status, employment, income, 
homeownership, business ownership, farm ownership and health. 
Bankruptcy 
Article I, Section 8, of the United States Constitution authorizes Congress to 
enact "uniform Laws on the subject of Bankruptcies." Under this grant of authority, 
Congress enacted the "Bankruptcy Code" in 1978. The Bankruptcy Code, which is 
codified as Title 11 of the United States Code, has been amended several times 
since its enactment. It is this uniform federal law that governs all bankruptcy cases. 
The procedural aspects of the bankruptcy process are governed by the Federal 
Rules of Bankruptcy Procedure (often called the "Bankruptcy Rules") and local rules 
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of bankruptcy. The Bankruptcy Rules contain a set of official forms for use in 
bankruptcy cases. The Bankruptcy Code and Bankruptcy Rules (and local rules) set 
forth the formal legal procedures for dealing with the debt problems of individuals 
and businesses (U.S.C.). 
There is a bankruptcy court for each judicial district in the country. Each state 
has one or more districts. There are 90 bankruptcy districts across the country. The 
bankruptcy courts generally have their own clerk's offices. The court official with 
decision-making power over federal bankruptcy cases is the United States 
bankruptcy judge, a judicial officer of the United States district court. 
Bankruptcy is a legal remedy to overwhelming financial indebtedness that can 
be invoked voluntarily by the debtor. States may not regulate bankruptcy, though 
they may pass laws that govern other aspects of the debtor-creditor relationship. As 
federal law, it supercedes any conflicting state law by reason of the Supremacy 
Clause of the Constitution. With the exception of exemptions, bankruptcy law is the 
same from state to state. However, wide disparities exist between state personal 
bankruptcy exemptions (Sullivan et al., 1995). 
Bankruptcy Proceedings. 
There are four kinds of bankruptcy proceedings. Of the four chapters, two are 
personal bankruptcy procedures—Chapter 7 and Chapter 13—and debtors have the 
right to choose between them. Chapter 11 may be used by individual consumers if 
their debt level exceeds those of Chapter 7 or Chapter 13. 
Chapter 7. Entitled liquidation, contemplates an orderly, court-supervised 
procedure by which a trustee takes over the assets of the debtor's estate, reduces 
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them to cash, and makes distributions to creditors, subject to the debtor's right to 
retain certain exempt property and the rights of secured creditors. Chapter 7 is the 
most common form of bankruptcy. Chapter 7 is available to individuals, married 
couples, corporations, and partnerships. Individual debtors receive a discharge 
within 4-6 months of filing the case. Any wages the debtor earns after the 
bankruptcy petition has been filed are the debtor's, beyond the reach of creditors 
who had claims on the date of filing (U.S.C.). 
Chapter 11. Chapter 11 is a reorganization proceeding, typically for 
corporations or partnerships. Individuals, especially those whose debts exceed the 
limits of Chapter 13, may file Chapter 11. In Chapter 11, the debtor usually remains 
in possession of his assets and continues to operate any business. The debtor 
proposes a plan of reorganization, which, upon acceptance by a majority of the 
creditors, is confirmed by the court and binds both the debtor and the creditors to its 
terms of repayment. Plans can call for repayment out of future profits, sales of some 
or all of the assets, or a merger or recapitalization (U.S.C.). 
Chapter 12. Chapter 12 is a simplified reorganization for family farmers, 
modeled after Chapter 13, where the debtor retains his property and pays creditors 
out of future income. Chapter 12 has been used sporadically since the farm crisis of 
the 1980s. Chapter 12 allows secured debts to be reduced to the current fair-market 
value of the collateral, and debt repayment plans can be restructured with lower 
interest rates and extended payback periods. Chapter 12 does not allow creditors to 
vote to block a reorganization plan, a prerogative granted to creditors under Chapter 
11 (Dixon, Flynn, & Flaccus,1995; Stam, Dixon, & Rule, 2003; U.S.C.). 
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Chapter 13. Entitled Adjustment of Debts of an Individual With Regular 
Income, is designed for an individual debtor who has a regular source of income. 
Chapter 13 is a repayment plan for individuals with regular income, unsecured debt 
less than $269,250, and secured debt less than $807,750. The debtor keeps his 
property and makes regular payments to the Chapter 13 trustee out of future income 
to pay creditors over the life of the plan (3-5 years). The level of repayment provided 
for in the Chapter 13 plan can range from 10% to 100% depending on the debtor's 
income and the make-up of the debt. Chapter 13 also provides a mechanism for 
individuals to prevent foreclosures and repossessions, while catching up on their 
secured debts (Fay, Hurst, & White, 2002). 
One of the objectives of bankruptcy is to create the proper incentives for 
consumers to work and accumulate skills but who due to bad shocks find 
themselves in a situation where the benefits of working hard are eliminated due to 
their debt burden (Livshits, MacGee, & Tertilt, 2001). 
Bankruptcy Process. 
Provisions in the most recent bankruptcy legislation mandate that debtors 
must receive credit counseling with a certified counseling agency before the 
bankruptcy process can begin. If the financial counselor determines that bankruptcy 
is the debtor's best course of action then the debtor advances to the next phase of 
the bankruptcy process. The debtor must also attend a certified personal financial 
management seminar before the bankruptcy is complete. Each bankruptcy case 
begins with the filing of a petition and several additional forms with the bankruptcy 
court. The forms contain lists of the debtor's assets, debts, income, expenditures, 
as well as other personal background and financial information. In a Chapter 7 
(liquidation) case, the court will appoint a trustee to represent the interests of the 
bankrupt's creditors. Within a short time after filing, the debtor must attend a 
"meeting of creditors" with the trustee to answer questions regarding assets, debts, 
and so forth. Despite the name, creditors rarely attend these meetings. After the 
meeting, the trustee sells ("liquidates") the debtor's property that is not exempt and 
divides the proceeds among the creditors. At the end of liquidating the debtor's 
property, the court schedules a final hearing and discharges the bankrupt's 
remaining debts. The effect of this is that the debtor no longer legally owes his or 
her creditors and they are forbidden from trying to collect any unpaid amount 
(U.S.C.). 
A Chapter 13 (wage earner) case begins with mandatory counseling and by 
filing the same papers as under a Chapter 7. In addition, the debtor must file a 
workable plan for repaying his or her debts with the bankruptcy court, which will 
approve the plan. The bankrupt begins sending payments directly to the Chapter 13 
trustee shortly after filing. The trustee then pays the bankrupt's creditors according 
to the terms of the court-approved plan. A Chapter 13 filer must also attend a 
personal financial management seminar. When creditors have been repaid 
according to the repayment plan, a court hearing will be held and the bankruptcy 
case will be discharged (U.S.C.). 
Chapter 11 and Chapter 12 bankruptcies operate in virtually the same 
manner for those with debts that exceed Chapter 13 limits, or for those who are filing 
bankruptcy on the family farm. The repayment plan for Chapter 11 or Chapter 12 
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can be extended past the typical 3-5 year plan for Chapter 13. As with Chapter 7 
and Chapter 13, bankrupts filing either Chapter 11 or Chapter 12 will also attend 
counseling and financial management seminars prior to bankruptcy discharge 
(U.S.C.). 
Bankruptcy Trends 
During the Depression, bankruptcy filings peaked in the early 1930s at 
approximately 70,000 total filings, or a little under 60 filings per 10,000 population. 
Beginning with the entry of the United States into World War II and the subsequent 
post-War boom, filing numbers plunged, bottoming out at a total of 10,000 personal 
filings during 1945. Following the return home after the War and the mild postwar 
recession, consumer bankruptcies began a brief rise before leveling out at around 
30,000 per year in the late 1940s. It was not until 1955 that consumer bankruptcy 
filings eclipsed the record set at the height of the Great Depression. For the next 
several decades, consumer bankruptcy filings follow a similar trend of peaking 
during recessions, but then trailing back off afterwards during subsequent economic 
recoveries (Zywicki, 2005b). 
The per capita bankruptcy rate in America rose dramatically in the 1980s and 
1990s. The total number of bankruptcies more than doubled during the 1980s and 
then doubled again from 1990 to 2002, such that by 2002 annual consumer 
bankruptcy filings were five times higher in 2002 than just 20 years earlier (Zywiki, 
2003). 
The Administrative Office of the United States Courts compiles statistics on 
bankruptcy filings for each quarter ending December, March, June, and September. 
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According to data released by the Administrative Office of the United States Courts, 
in the United States, bankruptcy filings tripled between 1984 and 1991 
(Administrative Office of the U.S. Courts). The number of bankruptcies filed by non­
business petitioners totaled 872,438 in 1991 and 1,125,006 in 1996, an increase of 
29%. The bankruptcy rate now stands at six and one-half times the average annual 
rate during the 1970s. More filings occurred during the first six months of 1997 than 
during the entire decade of the Great Depression (Administrative Office of the U.S. 
Courts). 
In 2005, approximately 2.04 million bankruptcy cases were filed in the United 
States (Administrative Office of the U.S. Courts). The number of consumers seeking 
relief from their debts through bankruptcy was at an all-time high in 2005. Record-
setting numbers of bankruptcies and the resulting losses to consumers and creditors 
have generated considerable debate. 
Bankruptcy Legislation 
Previous Bankruptcy Legislation 
Early independent America had no bankruptcy laws. Neither the Articles of 
Confederation nor the U.S. Constitution contained specific provisions for bankruptcy, 
although the Constitution does give Congress the authorization to establish uniform 
bankruptcy laws. In 1800, by one vote, Congress passed the first American 
bankruptcy law. It was very similar to the 1705 British law, although a fraudulent 
bankrupt could not be sentenced to death. This first official bankruptcy law was 
enacted in 1800 in response to land speculation. This law was repealed in 1803. 
Again in 1841, in response to the panic of 1837, the United States passed its second 
bankruptcy law. It was repealed in 1843 (A Brief History of Bankruptcy in the U.S., 
2001). 
The economic upheaval of the Civil War caused Congress to pass its third 
bankruptcy law in 1867. As with previous laws, this law was repealed in 1878. All of 
these laws contained some allowance for discharge of unpaid debts. The Great 
Depression yielded much bankruptcy legislation—in particular, the Bankruptcy Act of 
1933 and the Bankruptcy Act of 1934. This legislation culminated with the Chandler 
Act of 1938. This included substantial provisions for reorganization of businesses 
(History of Bankruptcy, 2001). 
The Bankruptcy Reform Act of 1978 took effect on October 1, 1979. This act 
substantially changed bankruptcy practices. A strong business reorganization 
Chapter was created, Chapter 11. A more powerful personal bankruptcy chapter, 
Chapter 13, replaced the old Chapter XIII. In general, the Reform Act of 1978 made it 
easier for both businesses and individuals to file a bankruptcy (History of Bankruptcy, 
2001). 
On October 22, 1994, the Bankruptcy Reform Act of 1994 (Public Law 103-
394, October 22, 1994) was signed into law by President Clinton. The 1994 Act 
contained many provisions, for both business and consumer bankruptcy, including 
provisions to expedite bankruptcy proceedings and provisions to encourage individual 
debtors to use Chapter 13 to reschedule their debts rather than use Chapter 7 to 
liquidate them (www.creditwrench.com). The 1994 Act also addressed the issue of 
bankruptcy abuse. Section 707(b) stated that after notice and a hearing, the court 
may dismiss a case filed by an individual debtor if the court finds that the granting of 
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relief would be a "substantial abuse" of the provisions of the chapter (U.S.C.). 
However, as stated previously, a firm definition of substantial abuse was not 
provided by the court. It is up to bankruptcy judges and trustees to make the 
decision if "substantial abuse" has indeed been committed (History of Bankruptcy, 
2001). 
Current Bankruptcy Legislation 
As noted previously, new bankruptcy laws became effective October 17, 
2005. This new legislation seeks to address consumers who are having debts 
discharged through a Chapter 7 filing even though they could have paid their debt 
through a Chapter 13 filing, as well as consumers who are filing for bankruptcy too 
frequently. 
Section 707(b)(2)(A)(i) of the amended U.S. Bankruptcy Code attempts to 
address consumers who are having debts discharged when they could have repaid 
them by creating a means test based on the debtor's consumer debt and necessary 
household expenses. The new law states that the court shall presume abuse exists 
unless the debtor's income and expenses fall within acceptable ranges (U.S.C.). 
Under the new law, all debtors are now subjected to a "means-test." The 
"means-test" is to help determine which consumers can and which cannot afford to 
repay their debts. Here the debtor's current monthly income is computed; then, the 
debtor's allowable expenses are calculated as determined by Internal Revenue 
Services (1RS) National and Local Standards (U.S.C). 
If, after deducting 1RS allowable expenses, the debtor has enough 
"disposable income" over 60 months to pay at least 25% of the debtor's non-priority, 
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unsecured debt, or if the debtor's "disposable income" allows for payment of more 
than 25% of his or her debt, then the debtor must file a Chapter 13 bankruptcy 
instead of a Chapter 7 bankruptcy. Debtors with income below the state median will 
be allowed to file for Chapter 7 protection; however, they are still subjected to the 
"means test." 
To address the issue of bankruptcy frequency, under this new law, U.S. 
trustees may file a motion for dismissal based on section 707(b)'s loose definition of 
a "bad faith" filing. According to the Federal Bankruptcy Code Title 11, Chapter 7, 
Subchapter I, § 707: 
707(b)(3) In considering under paragraph (1) whether the granting of relief 
would be an abuse of the provisions of this chapter in a case in which the 
presumption in subparagraph (A)(i) of such paragraph does not arise or is 
rebutted, the court shall consider whether the debtor filed the petition in bad 
faith (U.S.C.). 
Bankruptcy judges and trustees are charged with making this bad faith 
determination at their discretion. One factor used in determining the debtor's good 
or bad faith includes the frequency with which the debtor has sought bankruptcy 
relief. To this end, the new law extends the period permitted between subsequent 
Chapter 7 filings from six years to eight years (U.S.C.). 
While President Bush indicated that filing for bankruptcy should be used as a 
last resort to financial difficulties, and the bankruptcy literature suggests that filing for 
bankruptcy as a first resort is abusive, there exists no new language in the reformed 
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bankruptcy legislation that forces consumers to seek other solutions with their 
creditors prior to filing for bankruptcy. 
Bankruptcy Abuse 
Historically bankruptcy was a form of criminal law in many countries and was 
intended to provide a highly coercive method of extracting the debtor's assets 
(Ramsay, 1997). The offense of bankruptcy resulted from committing an "act of 
bankruptcy." Over time bankruptcy law has been transformed into a debt-clearing 
process. In many jurisdictions bankruptcy provisions remain reflecting the idea that 
bankruptcy is a sanction for deviancy (Ramsay, 1997). 
As stated previously, through bankruptcy, the nonpayment of debt may be 
legally sanctioned—absent the finding that the process has been abused (U.S. 
Bankruptcy Code). Section 707(b) of the previous Bankruptcy Code of the United 
States stated that the court may dismiss a bankruptcy filing if granting the debtor a 
discharge would be "a substantial abuse" of the provisions of that chapter; however, 
according to a ruling by the Eighth Circuit Court, the term "substantial abuse" is not 
defined in the bankruptcy code (Beharry v. State of Pennsylvania, 2001 ; Stewart v. 
Koch, 1997). The "substantial abuse" standard requires no specific levels or 
degrees of hardship as a precondition, but requires only genuine effort and fair 
dealing by the debtor. It is up to the individual bankruptcy judge to determine if 
allegations of substantial abuse have been met and if the case should be dismissed. 
The literature presents three different examples of abusive bankruptcy filings: repeat 
filers, needless filers, and first-choice filers. Each example will be explored below. 
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Repeat (Serial) Filers 
As noted previously, one possible way to abuse the bankruptcy system is to 
file for bankruptcy over and over again, as frequently as the law permits (Nimmer, 
1987; Sullivan et al., 1997). Sullivan et al. (1997) define a "true repeater" as 
someone who files bankruptcy and discharges all accumulated debt, only to follow 
that fresh start by accruing more debt and apply for another bankruptcy discharge as 
soon as is legally possible. Based on a sample of 1,502 bankruptcy petitions, 
covering cases filed in 1981 and 1991, Sullivan et al. (1997) discovered that 120 
debtors, or about 8% of the sample, had filed a bankruptcy petition some time in the 
past. Results indicated that among 1,502 bankruptcy filers, only 39 might have 
misbehaved and filed an abusive bankruptcy. Sullivan et al. (1997) state that if 
substantial numbers of bankrupt debtors are repeatedly filing for bankruptcy, then it 
is reasonable to infer that perhaps they are abusing the system. 
In a study by Clements, Johnson, Michelich, and Olinsky, (1999) of 
bankruptcy filers in Southern Ohio, results indicated that 7 out of the 60 respondents 
(11.6%) indicated that they had filed for a previous bankruptcy. Three had filed a 
previous Chapter 13 and 4 had filed a previous Chapter 7. 
In 1996, VISA/U.S.A Inc. surveyed 5,000 individuals who had filed for 
bankruptcy during the previous 12 months. The majority (86.7%) of individuals in 
this study had never filed for bankruptcy before, but two-thirds of the remaining 
13.3% had filed twice before and the rest even more frequently (Stowers & Cole, 
1997). 
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Results from a study by Lown and Rowe (2003) indicate that the recidivism 
rate for Chapter 7 filers in 1997 in the state of Utah was about 8% and for Chapter 
13 filers the rate was as high as 27%. Overall, about one in seven Utah filers 
studied had tried bankruptcy at least once before. 
Data from 466 bankruptcy records from the federal district court in Utah were 
analyzed in a study by Lown and Llewellyn (2004) to assess to what extent 
consumer debtors were abusing the bankruptcy system by filing for bankruptcy "as 
often as the law allows." Repeat filers in this study were debtors who had filed more 
than one bankruptcy during the 20-year period between 1985 and 2005. Their study 
distinguished between debtors who made repeated attempts to accomplish a single 
bankruptcy discharge and filers who may be abusing the system. Results indicated 
that 37% of debtors in this study filed more than once in this district in 20 years. 
Lown and Llewellyn estimate that more than 8% of this sample may be abusing the 
bankruptcy system by filing for unnecessary repeat bankruptcies. 
However, it is important to understand that there is a difference between filing 
for bankruptcy and receiving a bankruptcy discharge. Chapter 13 requires 
bankrupts to repay their debt over a number of years; however, debtors are often 
unable to complete the repayment schedule. As a result of incomplete payments the 
bankruptcy judge never discharges the debtor's Chapter 13 bankruptcy filing. A 
second bankruptcy filing may be necessary to have this particular household's debt 
discharged. Over 30% of first-time Chapter 13 bankruptcy cases never reach 
discharge (Lown & Llewellyn, 2004). The result is two bankruptcy filings—but only 
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one bankruptcy discharge. This practice inflates the number of repeat bankruptcy 
filings (Lown & Llewellyn, 2004). 
The recently amended bankruptcy law addresses this type of bankruptcy 
abuse. The Code now states that consumers must now wait eight years instead of 
six years between filing for one Chapter 7 bankruptcy and an additional Chapter 7 
bankruptcy. No such restrictions are placed on Chapter 13 bankruptcies. 
Needless Filers 
A second possible way, it has been suggested, to abuse the bankruptcy 
system is by filing for bankruptcy needlessly if one is able to repay one's debts 
(Barron & Staten, 1997; Nimmer, 1987). Studies by Barron and Staten (1997) and 
Ernst and Young (1998, 1999) concluded that unscrupulous consumers have 
abused the bankruptcy system by filing for bankruptcy needlessly when they could 
have repaid their debts. 
Supporters of the recently enacted bankruptcy reform legislation, including 
Iowa Senator Charles Grassley, agree. Senator Grassley stated that unscrupulous 
consumers have abused the bankruptcy system by filing for bankruptcy needlessly 
when they could have repaid their debts. 
The vast majority of people believe that individuals who file for bankruptcy 
should be required to pay back some of their debts if they have the means to 
do so. All of us end up paying for the unscrupulous who abuse the system. 
In fact, it has been estimated that every American family pays as much as 
$550 a year in a hidden tax as a result of the actions from these abuses. 
(www.grassley.senate.gov). 
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In 1998, VISA/USA. Inc. commissioned the accounting firm of Ernst and 
Young to calculate the effects of the proposed needs-based bankruptcy provisions of 
the "Bankruptcy Reform Act of 1998" and determine whether Chapter 7 debtors were 
abusing the bankruptcy system by walking away from debts that they could have 
repaid through a Chapter 13. Results from the study indicated that 15% of a 
nationally representative sample of 2,100 Chapter 7 bankruptcy filers could have 
repaid a significant portion of its unsecured debt. According to this study, bankrupt 
filers could have repaid 64% of their unsecured, non-priority debts over five years 
(Barron & Staten, 1997). 
In a second study again commissioned by VISA/USA Inc. and conducted by 
Ernst and Young, researchers examined 5,700 bankruptcy petitions filed in four 
economically and geographically diverse cities: Chicago, Boston, Nashville, and Los 
Angeles. Researchers concluded that 10% of Chapter 7 filers could have repaid all 
of their debt, and 30% of all Chapter 7 filers could have paid at least one-third of 
their non-housing debts. These individuals, researchers concluded, could have 
repaid 63-85% of their unsecured debt (VISA/USA, 1997a). 
The General Accounting Office (GAO) (1998) criticized the VISA studies. The 
GAO's chief criticisms were that these studies ignored Chapter 13 administrative 
expenses and based their projections on two unrealistic assumptions: first, that for 
the next five years, each bankrupt debtor's income would rise as quickly as his or 
her debts and expenses; and second, that 100% of these debtors would complete a 
60-month Chapter 13 repayment plan. The GAO noted that current voluntary 
Chapter 13 plans have only a 30% completion rate. 
John Barron and Michael Staten of Georgetown University's Credit Research 
Center (CRC) conducted an additional study on bankruptcy abuse. The researchers 
analyzed 3,800 bankruptcy petitions from 13 districts in 11 states. In this study, 
researchers were again interested in how much non-housing debt consumers could 
have repaid over five years. Results indicated that 32% of Chapter 7 filers could 
have repaid at least 31% of their non-housing debt over five years (Barron & Staten, 
1997). 
The GAO (1998) examined the CRC study and found five areas of concern: 
(1) data supplied by the debtors regarding their income expenses, and debts and the 
stability of their income and expenses over a 5-year period were not validated, (2) 
the report did not define the universe of debts for which it estimated debtors' ability 
to pay, (3) payments toward non-housing debts that debtors stated they intended to 
reaffirm were not included in debtor expenses in determining the net income debtors 
had, (4) the CRC did not account for the considerable variation among the 13 
locations used in the analysis, and (5) a scientific random sampling methodology 
was not used to select the 13 bankruptcy locations or the bankruptcy petitions used 
in the analysis (GAO, 1998). 
Analysts with the Congressional Budget Office (CBO) and the Federal 
Deposit Insurance Corporation (FDIC) all have called into question the conclusions 
of the VISA/USA and CRC studies. Their critiques are based on a number of 
concerns, including numerous flaws in the analysis and assumptions underlying the 
studies. Their analyses indicate that the rise in bankruptcies is more properly 
attributable to a number of changes unrelated to the bankruptcy laws, such as 
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unexpected medical costs, family crises like divorce, loss of high-paying full-time 
jobs, and, most notably, the deregulation of credit card interest rates and the 
dramatic increase in credit card solicitations and overall consumer debt. They 
concluded that the majority of bankruptcies are from customers who have been 
delinquent for more than three years and have had some significant change in their 
financial condition (CBO, 2000). 
According to Buckley & Brinig (1998), bankruptcy studies might 
underestimate the number of dishonest consumers who file for a Chapter 7 
bankruptcy. They suggest that consumers who know that their earnings will 
increase in the near future and that they could have repaid a substantial amount of 
their debt over time may elect to file for Chapter 7 bankruptcy as opposed to Chapter 
13 bankruptcy, which would require them to repay a portion of their debts out of 
future income. 
In a study commissioned by the non-partisan American Bankruptcy Institute, 
Professors Marianne B. Culhane and Michaela M. White of the Creighton University 
School of Law conducted a study independent of the credit industry. Professors 
Culhane and White compiled a database of Chapter 7 bankruptcy cases. Their 
results indicated that only 3.6% of the debtors in their sample had sufficient income, 
after deducting allowable living expenses, to pay all of their non-housing secured 
debts, all of their unsecured priority debts, and at least 20% of their unsecured 
nonpriority debts. Moreover, in making their calculations, Professors Culhane and 
White assumed that 100% of the debtors in Chapter 13 would complete a five-year 
repayment plan even though statistics indicate that more than 70% of voluntary 
Chapter 13 plans currently are never completed. These figures are significantly 
lower than the estimates made by those of the Credit Research Center and 
VISA/USA—two entities that had financial stakes in their own bankruptcy studies 
(Culhane & White, 1998). 
The recently amended bankruptcy legislation addressees this type of 
bankruptcy abuse by creating a series of "means tests" to determine if a consumer 
must file for Chapter 13 (repayment) or if the consumer is entitled to file for Chapter 
7 (liquidation). The means tests are based on the same set of tests used by the 
Internal Revenue Service in determining how much past due debt to the government 
a consumer must repay. 
"Bankruptcy as a First-Choice" Filers 
Still others suggest that bankruptcy abuse may be found in the manner in 
which the debtor has dealt with his or her creditors prior to filing (Nimmer, 1987; 
Stowers & Cole, 1997). Industry representatives allege that bankruptcy too often is 
the first choice, selected readily by the debtor without "genuine effort" having been 
made to repay creditors (Vukowich, 2003). Genuine effort may include making 
alternative debt payment arrangements, seeking a consolidation loan to pay off debt, 
or relinquishing property in an effort to eliminate the debt. 
Frank (1996) suggests that growing numbers of consumers, even those who 
have never indicated to their creditors that they are experiencing problems 
managing their money—such as being late on even one single loan payment—are 
choosing to file for bankruptcy protection as their first response to financial difficulty. 
Creditors, Frank states (1996), are unable to use debt collection practices on these 
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"surprise" bankrupt accounts because the debtors are now protected by bankruptcy 
law and, as a result, the delinquent accounts are charged off; that is, they are 
considered uncollectable by the creditor. 
In the traditional model of bankruptcy, bankruptcy is seen as a largely 
involuntary act, as a "last resort" for consumers who have tried every other debt 
repayment option such as tapping in to savings, taking out consolidation loans or 
relinquishing secured property in an attempt to deal with insurmountable financial 
problems (Sullivan et al., 2000; Zywicki, 2005a). 
In an "abusive" model of bankruptcy, consumers seek bankruptcy as their first 
choice to solve their financial problems. Nimmer (1987) states that the general 
concept of bankruptcy abuse relates to strategical planning for one's bankruptcy, 
such as selecting bankruptcy instead of other available debt repayment options. 
Credit industry representatives allege that bankruptcy, instead of debt repayment, 
too often is selected as the primary choice of debtors (Vukowich, 2003). Credit 
industry representatives claim that consumers are not making a "genuine effort" to 
repaying their creditors. Repayment may be voluntary through the use of 
consolidation loans or payment arrangements with creditors, or involuntary through 
wage garnishments, property liens, or property repossessions. 
Representative Rick Boucher (D-VA) commented (2005), "Bankruptcy is 
becoming a first stop for some, rather than a last resort, as debtors treat bankruptcy 
as merely another financial planning tool and file for bankruptcy for simple 
convenience" (Boucher, 2005). President George W. Bush (2005), too, has stated 
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that in recent years too many people have abused the bankruptcy system; and that 
bankruptcy should always be a last resort in the legal system (Bush, 2005). 
According to Nimmer (1987), the general concept of "bankruptcy abuse" 
relates to bankruptcy planning and the selection of bankruptcy among other options 
available to financially distressed debtors. Because debtors initiate most consumer 
bankruptcies, and because they must choose this course from among several 
available options including voluntary repayment, refinancing, reducing spending, 
absconding, or ignoring creditor pressure, it has been suggested that more and 
more consumers are abusing the bankruptcy system by choosing bankruptcy as 
their initial response to financial difficulties (Bermant & Flynn, 1999; Frank, 1996; 
Koltveit, 2003; Nimmer, 1987; Pomykala, 1997; Stowers & Cole, 1997; Zywicki, 
2005a). 
Because filing for bankruptcy puts a halt to all debt collection practices (i.e., 
collection calls, garnishments, liens, foreclosures, or repossessions), creditors who 
receive no advance warning—through increasing account delinquency—that a 
bankruptcy may be pending are unable to use any of these methods to recover a 
portion of their outstanding loan balances. Sullivan and Worden (1992) state that 
consumer credit debt repayment behavior can provide early warning signals of a 
pending bankruptcy. According to Scott Calhoun, deputy comptroller for risk 
evaluation at the Office of the Comptroller of the Currency, as cited in Frank (1996, 
p. 12): 
Historically, the pattern for personal bankruptcy has been more of a migration 
from a 30-day delinquency to a 180-day delinquency, which is a charge-off; 
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but, increasingly consumers are going immediately from the current bucket 
into the loss bucket without displaying any of the traditional warnings that they 
might default. 
Cheri St. John, senior vice-president at Fair, Isaac and Company, a credit-risk 
management firm, stated that based on credit scoring models, it used to be possible 
to determine up to six months ahead of time which customers were at high risk for 
bankruptcy (Frank, 1996). However, according to Marguerite Dukin, research 
analyst at Salomon Brothers, "The models have fallen apart" (Frank, 1996, p. 12). 
These "surprise bankruptcies," as the creditors call them, occur without the creditor 
knowing that the consumer is experiencing money problems; therefore, the creditor 
is unable to make alternative arrangements to collect the debt (Frank, 1996). 
"Surprise bankrupts" choose to contact their bankruptcy attorney first and their 
creditors last. 
In a study of credit card accounts, Sullivan and Worden (1992) compared the 
accounts of consumers who had filed for bankruptcy with the accounts of consumers 
who had not filed for bankruptcy but whose accounts had been closed and charged 
off due to delinquency. They examined the card use of credit card holders who filed 
for bankruptcy in the first five months of 1991. Sullivan and Worden (1992) 
concluded that "abusive bankrupts" are a distinctly different group from the other 
bankrupts in their portfolio. They tended to be older than average cardholders (42 
years), have older accounts (29 months), with higher credit limits ($4,500). They 
also were more likely to use cash advances than the average bankrupts. This 
behavior suggests some degree of "loading up" before filing for bankruptcy; in that 
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the consumer was taking cash advances on the credit card knowing that he or she 
was never going to repay the borrowed money. 
However, Sullivan and Worden (1992) acknowledge that their study is limited 
in that the results are based on data from only one creditor and that creditor's 
cardholders. They suggest that efforts to learn more about this particular group of 
bankrupts and its relationships with other creditors may lead to a substantial 
reduction in the number of bankruptcies filed each year. 
In her study about why more households don't file for bankruptcy, White 
(1998) concluded that there are two types of delinquent debtors: one type always 
repays their debts when pressured by creditor collection practices, while the other 
type always files for bankruptcy. The problem for creditors is that no models exist to 
determine into which category delinquent debtors fall; therefore, creditors do not 
know with certainty how to pursue debt collection practices. 
Using a dataset of 27,620 delinquent, bankrupt and non-defaulting credit card 
accounts to study the stability of credit risk models, Gross and Souleles (2002) found 
that the propensity to default has changed over time. Gross and Souleles found that 
of the 3,929 bankrupt accounts in their study, about one-fifth never went delinquent 
prior to filing for bankruptcy, half went delinquent before bankruptcy, and the rest 
went delinquent and bankrupt together. The delinquent (n = 13,872) and the 
bankrupt (n = 3,929) accounts were compared separately to the non-delinquent (n = 
9,821) group. 
To summarize, information on this particular type of bankruptcy abuse is very 
limited; therefore, this study seeks to determine if households are seeking 
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bankruptcy protection as a first response to financial distress or if households have 
sought other means of repaying their debt prior to filing for bankruptcy. If 
households are abusing the bankruptcy system then this study should expect no 
relationship between financial problems and bankruptcy; however, if households are 
not abusing the bankruptcy system then this study should expect a positive 
relationship between financial problems and bankruptcy. 
Theoretical Framework 
The role of theory in science is to describe, explain, and predict (Boss, 
Doherty, LaRossa, Schumm, & Steinmetz, 1993). The development of a theoretical 
framework helps in understanding phenomena occurring in the surrounding world 
(Muske & Winter, 1999). Theory, according to Boss et al. (1993), is what makes 
sense out of facts. 
According to Edwards (1988), a sophisticated, comprehensive, and 
systematic theoretical framework for teaching, implementing, and studying personal 
and financial management is a necessity in today's complex financial environment. 
Implicit in the way the complexity of financial management has been approached is 
the notion of systems analysis, which allows for the analysis of interaction among a 
multitude of disparate factors: personal needs and values, human and economic 
resources, and philosophical orientations (Edwards, 1988). Systems Theory 
provides the theoretical basis for this dissertation. 
To understand how a family makes the decision to file for bankruptcy, one 
must understand a family's decision-making process within the context of the family 
system (Butler, 1991; Godwin, 1999; Hira, & Mueller, 1987; Sullivan et al., 2000; 
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Winter, 1986a, 1986b). Within the family system, "input" as matter, energy, and/or 
information enters the system in various forms and affects "throughput," or 
transformation processes in the achievement of "output" or outcomes (Deacon & 
Firebaugh, 1988). 
Even though family financial management has been studied, uncertainty still 
exists as to our level of understanding regarding the financial management decision­
making process. The "inputs" of the process have been studied, as well as the 
"outputs," but a comprehensive model about what occurs within the decision making 
process during the "throughput" process has yet to be presented (Muske & Winter, 
1999). Within the systems approach, the financial management practices of a family 
such as filing for bankruptcy can be analyzed in an organized, systemic way. Figure 
2.1 is a schematic representation of the family system with emphasis on the 
throughput process. See Figure 2.1. 
Systems Theory 
According to Adler, Polak, and Schwartz (2000), results from bankruptcy 
research could be assessed better if there were a more solidly grounded theoretical 
understanding of consumer bankruptcy. In this section, an effort is made to relate 
resources entering the family system (income, personal characteristics) and 
demands placed upon the family system (garnishments, repossessions, liens, 
consolidation loans, debt collection calls, and an inability to make payments) to the 
throughput processes that lead a household to file for bankruptcy. 
A system, according to Deacon and Firebaugh (1988), is an integrated set of 
parts that function to accomplish a set of goals. Systems theory as a theoretical 
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Figure 2.1. Family System with Personal Subsystem and Managerial Subsystem Emphasis 
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framework addresses the managerial processes (planning and implementing) 
underlying specific decisions families make in the acquisition and utilization of their 
financial resources—such as the decision to file for bankruptcy. 
Deacon and Firebaugh (1988) state that individuals and/or families may be 
viewed as a system with two major subsystems: the personal subsystem and the 
managerial subsystem. These personal and managerial subsystems function as 
fully integrated entities. 
Personal Subsystem 
The personal subsystem is responsible for receiving input, in the form of 
matter, energy, and/or information from internal or external forces. Some of these 
inputs provide various resources and levels of support while other inputs place 
demands on the system. The personal system then uses these resources to clarify 
individual and family values and goals. Relating the systems theory framework to 
money management practices, Deacon and Firebaugh (1988) indicate that inputs 
into the personal system provide the basis for answering such questions as why, 
what, and whether financial resources will be allocated. 
Financial objectives, such as a positive net worth, or a positive sense of well-
being are often well integrated by families into their overall personal goals (Butler, 
1991 ; Deacon & Firebaugh, 1988). According to Muske and Winter (1999), in their 
study on the cash flow management of seven Midwestern families, most families 
value economic viability, which means they value staying current on their bills and 
not "going in the hole" financially. We will assume that the households participating 
in the PSID value economic viability as well. 
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Managerial Subsystem 
Through the managerial subsystem, individuals and families use managerial 
processes to meet demands and accomplish goals established by the personal 
system. Managerial processes, according to Deacon and Firebaugh (1988), include 
planning for the use of specific resources to meet demands, and implementing 
specific plans. Understanding managerial processes provides a basis for 
interpreting a family's decisions when the family utilizes available resources to meet 
demands or achieve goals. 
Decision Making. According to Deacon and Firebaugh (1988), decision­
making takes place throughout the managerial system, especially during the 
planning phase and the implementing phase. During the planning and implementing 
phases, individuals identify, weigh, and decide among alternative steps that 
individuals can take as they strive to meet his or her demands and goals. Decision­
making is essentially evaluating one specific choice and its available alternatives. 
Butler (1991) describes four conditions that must be met for families to make 
rational decisions: (1) the household must have a knowledge of alternatives for 
possible action, (2) the household must have a knowledge of the consequences 
associated with taking alternative actions, (3) the alternative choices must be able to 
be compared with one another in terms of their value, and (4) the household must 
have some criteria for comparing choices such as utility maximization. 
When a consumer makes the decision to file for bankruptcy, the consumer 
makes this choice from among many available options such as voluntarily repaying 
one's debt (taking out a consolidation loan), involuntarily repaying one's debts 
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(garnishments, liens, repossessions), seeking debt counseling, ignoring creditor 
pressure, or absconding. In 1996, PSID respondents were asked if they had ever 
obtained a loan to consolidate or pay off their debts, if they had ever had their wages 
garnished or property repossessed, or if they had ever received collection calls from 
creditors. A positive response to any of these questions would indicate that the 
household had sought other options besides bankruptcy. 
Decision-making generally involves three steps: (1) recognizing that a 
decision is needed, (2) identifying and weighing appropriate alternatives, and (3) 
choosing among or resolving alternatives (Deacon & Firebaugh, 1988, p. 65). 
In the case of a financially distressed household, an inability to pay one's bills, 
or receiving debt collection calls may cause the household to recognize that a 
financial decision is needed. The household then would weigh appropriate 
alternatives such as those noted above. Finally, the household must choose from 
among the available options—bankruptcy being just one of many available options. 
The focus of this study is the extent to which the PSID households have 
sought other means of eliminating their debt, such as through consolidation loans, 
repossessions, liens, garnishments, speaking with creditors during telephone calls, 
or paying bills late prior to seeking bankruptcy protection. The issue to be 
addressed is if households are experiencing financial problems prior to filing for 
bankruptcy or if households are abusing the bankruptcy system by seeking 
protection through bankruptcy prior to experiencing financial problems. 
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System Components 
Deacon and Firebaugh's Systems Theory Model identify the three major 
components of a system as input, throughput, and output. According to Deacon and 
Firebaugh (1988, p. 8), inputs (resources and demands) affect throughput (planning 
and implementation) and the combined effect of input and throughput affect the 
output of the system (met demands and used resources). 
Input 
Input is matter, energy, and /or information that enter a system in various 
forms to affect throughput (transformation) processes in the achievement of 
outcomes or outputs. Those specific forms of matter, energy, and information 
entering the family system are called resources and demands. 
According to Hira et al. (1992, p. 46), sociodemographic characteristics 
represent input because the demands on the household and resources of the 
household are determined mainly by the composition of the household and the 
human capital of the household members. 
Resources. According to Deacon and Firebaugh (1988), resources provide 
the means to satisfy the demands placed upon the family system by goals and 
events. Resources may be classified as human or material. Human resources are 
the means that are vested in people that can be used to meet demands, including 
personal characteristics such as health, age, sex, employment, and education. They 
affect how material resources are obtained and used in fundamental ways. Material 
resources are nonhuman means for meeting demands and events. These may 
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include savings and investments, housing, income, and tangible goods available for 
consumption. 
Hira et al. (1992) state that age, marital status, household size, education, 
and income are sociodemographic variables that represent resources available to 
households. According to Butler (1991), the primary source of financial resources 
for the family is money income earned through market employment. Based on this 
research, and research by Deacon and Firebaugh (1988) and Hira et al. (1992), in 
this study resources entering the family system are represented by age of household 
head, sex of household head, education of household head, household size, marital 
status of household head, number of weeks of annual employment of household 
head, and health status of household head because these characteristics have 
direct effects on the household's resources. Additional resources are represented 
by household income, business ownership, farm ownership, and home ownership of 
household head. 
Demands. Demands are inputs that require action from the system (Deacon 
& Firebaugh, 1988). Demands include family values, goals, events, and financial 
claims on family resources. Demands give direction to a household's managerial 
activity (Deacon & Firebaugh, 1988). The managerial system focuses on resource 
assessment to meet demands from the system. 
As noted previously, most families value economic viability; which means they 
have the goal of staying current on their bills and not "going in the hole" financially 
(Muske & Winter, 1999). We will assume that the households participating in the 
PSID share the same economic values and viability goals. 
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Throughput 
Throughput is the transformation of matter, energy, and/or information by a 
system from input to output (Deacon & Firebaugh, 1988). Throughput comprises 
planning and implementing. According to Deacon and Firebaugh (1988), demand 
and resource inputs affect throughput (planning and implementation) and the 
combined effect of input and throughput affect the output of the system (met 
demands and used resources). 
Planning. According to Deacon & Firebaugh (1988), planning is the mental 
process of using cognitive skills to envision what is to be done. Planning involves 
purposeful, goal-oriented, and future-oriented decision-making. The inputs to 
planning are demands (events and goals) and resources (human and material). All 
planning is an effort to improve one's possibilities of achieving one's desired goals. 
In the planning process, clarification of demands and determination of the available 
resources that can translate into purposeful, realistic actions are preliminary to 
standard setting. 
Standard setting is the reconciliation of resources with demands. Standards 
have quantitative and qualitative components that indicate the capability of 
resources to meet demands (Deacon & Firebaugh, 1988). Once standards of quality 
and quantity are set, they become criteria for action. "Action sequencing" is the 
arranging of the steps in an activity to improve the flow of action or outcome. 
Deacon and Firebaugh (1988) state that anticipation of the future is an 
important part of planning; furthermore, they state that planning based on conceptual 
foresight—the ability to anticipate the consequences of problem situations—leads to 
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more satisfying outcomes. As stated previously, the general concept of "bankruptcy 
abuse" relates to planning for a bankruptcy filing and/or to selecting bankruptcy as 
one's first choice from among other available alternatives (Nimmer, 1987). This 
study intends to investigate to what degree households are seeking bankruptcy as a 
first response to financial distress, or if households have sought other debt 
repayment options prior to filing for bankruptcy. 
Implementing. Implementing involves putting goal-oriented and future-
oriented plans into effect (Deacon & Firebaugh, 1988). To implement plans, actions 
must be taken by someone in the household. The planning and implementing 
functions of the management subsystem translate individual values and goals and 
resources into spending and saving patterns (Deacon & Firebaugh, 1988). Income 
and many other variables influence the panning and controlling of expenditures. 
According to Deacon and Firebaugh (1988, p. 104), implementing is also affected by 
characteristics of the individual such as personality, health, and employment. In 
addition, they state that family-related variables such as ages of children and family 
size can make a difference in implementing plans. 
In a study of the money management practices of households in a small 
Midwestern town, Hira and Mueller (1987) equated money management practices 
such as clarifying financial goals, using credit cards, and reviewing and evaluating 
spending with throughput processes. Lin and DeVaney (1996) equated throughput 
processes with debt repayment behavior in their study on consumer debt. Muske 
and Winter (1999) equated using home equity lines of credit and credit cards as 
specific throughput practices engaged in by a small sample of family money 
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managers. Based on this research, and the model provided by Deacon and 
Firebaugh (1988), systems theory allows this study to view the act of filing for 
bankruptcy as an action taken by a household in response to demands (debt 
collection calls, past due payments, liens, garnishments, repossessions, and 
consolidation loans) placed upon the household system. 
Output 
Output is matter, energy, and/or information produced by a system in 
response to input and from throughput (transformation) processes (Deacon & 
Firebaugh, 1988). Outputs result from transformations inside the boundaries of the 
managerial system in response to demands and resources that entered the personal 
system. For the purpose of this study, only input and throughput processes will be 
examined. Future research would want to consider the outputs of filing for 
bankruptcy protection. In particular, debt remaining post-bankruptcy could be 
studied. 
Bankruptcy Determinants 
The current literature indicates that several key variables are related to 
households making the decision to file for bankruptcy. These variables have been 
shown to affect whether or not a consumer files for bankruptcy. Included in these 
variables are age (Clements et al., 1999; Fay et al., 2002; Hira, 1992; Sullivan et al., 
1989, 1997, 2000), sex (Sullivan et al., 1989, 1997, 2000), education (Clements et 
al., 1999; Fay et al., 2002; Hira, 1992; Sullivan et al., 1989, 1997, 2000; Warren, 
2003a), household size (Clements et al., 1999; Fay et al., 2002; Sullivan et al., 1989, 
1997, 2000), marital status (Clements et al., 1999; Hira, 1992; Sullivan et al., 1989, 
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1997, 2000), health status (Sullivan et al., 1989, 1997, 2000), homeownership (Fay 
et al., 2002; Warren, 2003b), number of weeks of annual employment (Warren, 
2003a), mortgage debt (Sullivan et al., 1989, 1997, 2000), farm ownership (Stam et 
al., 2003), business ownership (Hira, 1992; Sullivan et al., 1989), and household 
income (Fay et al., 2002; Sullivan et al., 1989, 1997, 2000). Based on this previous 
research, these variables will be included in the study. 
Resources Entering the Household 
Numerous studies have been carried out in an effort to identify the 
determinants of personal bankruptcy. This section attempts to provide a clear and 
concise overview of previously studied determinants of the decision to file for 
bankruptcy. 
Household size 
Hira et al. (1992) state that most bankrupt households are three-member 
households, including husband, wife, and a single child. However, according to the 
results of previously mentioned studies, the household size of bankrupts was greater 
than the household size of the general population (Canner & Luckett, 1990; Sullivan 
& Worden, 1992, 1995). 
According to research by Warren (2003a), married couples with children are 
more than twice as likely to file for bankruptcy as are couples without children. In 
addition, a single-parent household is nearly three times more likely to file for 
bankruptcy than a single individual with no children (Warren, 2003a). 
In their study of bankruptcy filers, Clements et al. (1999) found that 50% of 
survey participants lived in 1- or 2-person households. They found that 38.4% lived 
46 
in 3- or 4-person households, and 11.7% lived in households with five or more 
persons. 
Income 
According to Fisher (2002a, 2005), income is an important determinant of 
whether a household files for bankruptcy protection. Fisher states that the existing 
literature on the personal bankruptcy decision provides mixed results, in that some 
studies indicate a negative and significant effect of income on bankruptcy filings 
while others find insignificant or even positive effects. 
Fay et al. (2002) found that increases in labor income decreased the 
probability of bankruptcy. Using data from credit card companies, Gross and 
Souleles (2002) and Dawsey and Ausubel, (2001) found no agreement on the effect 
of income on bankruptcy. Buckley and Brinig (1998) found that an increase in AFDC 
(welfare) payments corresponded with an increase in the state bankruptcy filing rate. 
Using an unbalanced panel of 7,144 households drawn from the PSID, Fisher 
(2002a) examined how income and its components affect households' decisions to 
file for bankruptcy. If there are no missing values, the data set is called a balanced 
panel, but if there are missing values, the data set is referred to as an unbalanced 
panel. The dependent variable equals one if the household filed for bankruptcy in 
year t, otherwise zero. In the Fisher sample there were 196 bankruptcy filers, for a 
filing rate equal to 0.48%, which was less than the national filing rate during that time 
of 0.83%. Independent variables included labor income, age, education, family size, 
business ownership, home ownership, state unemployment rate, lawyers per capita, 
the capital income growth rate, unemployment benefits, AFDC payments, child 
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support income, and non labor income. Fisher's results indicated that bankruptcy 
filers have lower average income for all sources except child support. Fisher also 
concluded that income from unemployment benefits act as a substitute for filing for 
personal bankruptcy. 
Age 
According to the literature, age of heads of households consistently has been 
found to be positively related to debt, default, and bankruptcy (Canner & Luckett, 
1990; Godwin, 1999). According to Canner and Luckett (1990), younger households 
are more likely to make late payments on their debt, and more likely to default. Most 
bankrupts fall between the ages of 25 and 40 years (Hira et al., 1992; Sullivan et al., 
1995). In their survey of those filing for bankruptcy in the Southern Ohio Federal 
District Bankruptcy Court, Clements et al. (1999) discovered that bankrupts ranged 
in age from 20 to over 60. The plurality (32.8%) of their bankrupts were in the 30-39 
age group. 
Using household-level data drawn from the PSID between the years 1984-
1996, Chakravarty and Rhee (1999) found that age of household head explained 
bankruptcy for those households that cited job loss, marital disruption, health, or 
credit misuse as their reason for filing for bankruptcy. 
Gender 
There has been an 800% increase in the number of bankruptcy filings by 
women in the past 20 years (Warren, 2003b). In 1981, 17% of bankruptcy filers 
were female; by 1991, 29% of the filings were by women (Sullivan et al., 1995). This 
finding was uncovered in connection with the multi-state survey of 1996 debtors that 
Warren completed with Teresa Sullivan and Melissa B. Jacoby in 1999 (Warren et 
al., 2000) 
Indeed, women are now the largest demographic group in bankruptcy, 
outnumbering men by about 150,000 per year. According to Warren (2003b), their 
education levels are slightly higher than the population generally, with women in 
bankruptcy more likely to have attended college than their counterparts. Most are 
employed when they file. However, more than half of the women filing alone for 
bankruptcy indicated they had been unemployed or otherwise had an interruption in 
their incomes or cut back in their working hours within the two years preceding their 
bankruptcy filings. About half of the female bankrupts are homeowners. In many 
instances, because of the breakup of a marriage or family, these women struggled to 
make ends meet and, either because they received inadequate support from their 
ex-partner or because of other factors associated with divorce, they were left with 
little choice but to file for bankruptcy. Nearly half have had to deal with a serious 
medical problem—either their own or that of a child or parent for whom they provide 
care (Warren, 2003a). 
Results of a previously-mentioned study by Chakravarty and Rhee (1999) 
indicated that being a single female head of household explained bankruptcy for 
those households that cited marital disruption, credit misuse, and 
harassment/lawsuits as their main motivation for filing for bankruptcy. 
Marital status 
Based on data drawn from the PSID, Deacon and Firebaugh (1988, p.130) 
state that the overriding factor affecting the economic status of families was family 
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composition—improved for women and children if female heads married over the 
survey period, or worsened if wives were widowed or divorce. 
Many early studies indicated that the majority of debtors who filed for 
bankruptcy were married (Hira et al., 1992; Sullivan et al., 1995). However, recent 
studies indicate that divorced or separated households were more likely than 
married heads of households to report serious debt repayment difficulties (Godwin, 
1999; Warren, 2003a). 
Using a cross-sectional, time-series sample of 254 bankruptcy filers drawn 
from the PSID, Fay et al. (2002) found that a change in marital status from married 
couple to two divorced individuals can be a precipitating cause of bankruptcy. 
Divorce often creates an unexpected shock to household income, although alimony 
and child support payments are designed to ameliorate that disruption. In addition, if 
one spouse has less-valuable market skills or has been out of the labor market for 
several years (such as to raise children), that individual will have to support the new 
household on a lower wage than previously (Zywicki, 2005b). 
If divorce is a cause of bankruptcy, then the rising bankruptcy filing rate 
should be matched by a rise in the divorce rate. If divorce were a cause of rising 
bankruptcies, then, by definition, divorce rates would have to be rising. Instead, the 
American divorce rate peaked in 1981 at 5.3 divorces per 1 million population and 
has fallen steadily since then. Given that the divorce rate has been stable and even 
falling a bit over time, the number of bankruptcies caused by divorce also should be 
falling over time, not rising. Instead, bankruptcies have risen continuously even as 
divorce rates have fallen (Zywicki, 2005b). 
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Homeownership 
Another demographic characteristic expected to influence a household's 
decision to file for bankruptcy is home ownership (Sullivan & Worden, 1990). Equity 
in the primary residence is one of the most significant assets for households. In a 
study using data drawn from the Survey of Consumer Finance (SCF) and the GAO, 
Domowitz and Sartain (1999) used a nested logit estimation procedure to compare 
households declaring bankruptcy under both Chapter 7 and Chapter 13 with non-
filers and found that homeownership discouraged bankruptcy. According to 
Domowitz and Satain (1999), homeownership discourages bankruptcy by a 
substantial amount. A debtor who rents is almost seven times more likely to file for 
bankruptcy than a debtor who owns a home (Domowitz & Sartain, 1999). Consumer 
borrowing secured by residential real estate has grown substantially over the past 
several years. This trend has resulted from several factors, including low interest 
rates on home mortgages and home equity lines, the tax deductibility of interest 
payments on mortgages and home equity loans, and market innovations that have 
increased the flexibility of refinancing and home equity loans, enabling consumers to 
use their equity in their homes for other purposes (Zywicki, 2005a). 
Mortgage debt plays a central role in the portfolio of many consumers. Home 
mortgage loans represented 65% of the liabilities of households in 1995 (Sullivan et 
al., 2000). In a sample studied by Sullivan et al. (2000), 53% of bankrupt debtors 
were homeowners, and, for most of these consumers, mortgage debt made up over 
half of their bankruptcy debt. For homeowners, bankruptcy provides a chance to 
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stop a foreclosure temporarily, to catch up on back mortgage payments—giving the 
homeowner a chance to remain a homeowner. 
Employment 
Several studies found that a majority of bankrupts were employed in blue-
collar occupations (Hira et al., 1992). However, Sullivan et al. (1995) found an 
increased representation of white-collar workers. A blue-collar worker is 
differentiated from the white-collar worker, in that the blue-collar worker typically 
performs manual labor and earns an hourly wage where as the white-collar worker 
does not engage in manual labor and typically earns a salary. Warren (2003a) 
states that more teachers and nurses are filing for bankruptcy than have filed in the 
past. 
In a study of bankruptcies filed between 1987 and 1997, Faquin and Weiss 
(1998) found that, in general, people file for bankruptcy shortly after they apply for 
unemployment insurance. According to Sullivan et al. (2000) and Domowitz and , 
Sartain (1999), an overwhelmingly large proportion of those filing for bankruptcy 
(over two-thirds) recently have experienced a job disruption. 
Sullivan et al. (1997) found that 68% of bankruptcy filers responded that job 
loss reasons were a primary contributor to their decision to file for bankruptcy. 
Warren (2003a) states that sudden and unexpected unemployment, especially of a 
head wage-earner, creates an exogenous shock to the household budget which may 
lead to financial failure. Warren (2003a) notes that, in a study of bankrupt debtors, 
more than eight out of ten families with children cite just three reasons for their 
bankruptcies: job loss, family break up, and medical problems. 
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Indeed, those in bankruptcy are more likely to be unemployed than the 
population at large. Sullivan et al. (2000), for instance, conclude that 18%-21 % of 
their sample was unemployed at the time of filing, much higher than the official 
prevailing unemployment rate at that time (6.7%, in 1991). Warren (2003a) states 
that, among two-income families filing for bankruptcy, about 83.3% identified a job 
loss as the leading cause of their bankruptcy. 
If the argument is that unemployment causes bankruptcy filings, then it is 
necessary to find out how many people suffered unemployment but did not file 
bankruptcy. If there are a large number of people who suffered unemployment but 
were not forced to file bankruptcy, then this undermines the conclusion that 
unemployment leads to bankruptcy filings (Zywicki, 2005a). 
Business Ownership 
The United States' personal bankruptcy system functions as a bankruptcy 
system for small businesses as well as consumers, because debts of noncorporate 
firms are considered the same as personal liabilities for the firm's owners (Fan & 
White, 2003). According to Warren (2003b), many households entered into 
bankruptcy after a business failure. 
Bradley and Saunders (1992) surveyed past bankrupt business owners and 
requested information on the specific reason or reasons the business chose to file 
for bankruptcy. Because bankruptcy in general is underreported in most surveys 
(Sullivan et al., 2000), Bradley and Saunders found former business owners 
unwilling to discuss their failed firms. Only 135 out of 375 questionnaires sent out by 
the research team were found to be usable. This represents a return rate of 36%. 
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Results indicated that many small businesses in this sample failed due to 
poor management. This term included a lack of business experience, in appropriate 
marketing skills, insufficient financial depth, and failure to properly plan. Another 
frequently-cited reason was that the business had taken on too much debt. In this 
particular survey, 55% of the bankrupt owners were female and 45% were male. 
Over 40% of the bankrupt survey respondents indicated that their age was between 
50-59. Bradley and Saunders (1992) acknowledge that because their sample was 
quite small, results may not be truly representative of the total population. 
Health 
According to Sullivan et al. (2000), health problems can impact bankruptcy 
filings in several ways. First, health problems can create a shock to household 
income because disabling health problems make it impossible to work. Second, 
health problems can also create a shock to household expenses because it can 
create a large, unanticipated debt, especially if the debtor does not have adequate 
health insurance. 
Using data collected directly from bankruptcy petitions, Domowitz and Sartain 
(1999) found that in terms of the decision to file for bankruptcy, health problems 
leading to substantial medical debt constitute the most important variable in 
assessing the impact of household conditions. 
Using data from Phase III of the Consumer Bankruptcy Project, a survey of 
1,974 individual bankruptcy petitioners conducted during the first quarter of 1999 in 
eight federal judicial districts, Jacoby, Sullivan, and Warren (2000) found that one 
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out of every four debtors identified illness or injury as the reason they were filing for 
bankruptcy. 
In a similar study, Himmelstein, Warren, Thome, and Wollhandler (2005) 
surveyed 1,771 personal bankruptcy filers in five federal courts and followed up with 
personal interviews with 931 of them. Results indicated that about half of the 
respondents cited medical bills as the reason they were filing for bankruptcy 
protection. Of those whose illnesses led to bankruptcy, out-of-pocket costs 
averaged $11,854 since the start of the illness; 75.5% had insurance at the onset of 
their illnesses. 
Therefore, medical problems can contribute to the rising bankruptcy filing rate 
if one of the following is found: (1) medical costs have been rising overtime similarly 
to the bankruptcy filing rate; (2) absence of health insurance has substantially 
increased the incidence of financial ruin; and/or (3) health problems have caused 
workers to miss more work and thus lose greater amounts of income than previously 
(Zywicki, 2005a). 
However, according to Zywicki (2005a), on closer examination, there appears 
to be little evidence that these variables can explain the increased bankruptcy filing 
rate. Zywicki (2005a) states that during the mid-1990s, bankruptcies were rising 
most dramatically during the period when health care inflation had virtually 
disappeared. In fact, adjusting for inflation, it appears that during some periods 
during the 1990s there actually was a decline in health care costs from one year to 
the next. From 1995-1996, for instance, consumer bankruptcies jumped 29% and 
then jumped another 20% the next year. By contrast, during this same period, real 
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health care costs rose 2% and 3.3% respectively each year. If changes in health 
care costs were a substantial contributor to changes in bankruptcy filings, it would 
have been expected that bankruptcy filing rates would have leveled off during this 
period as well. Instead, bankruptcy filing rates rose rapidly, even as health care 
costs leveled off. Zywicki (2005a) concludes that there appears to be little 
correlation between changes in health care costs and changes in consumer 
bankruptcy filings. 
Race 
Because bankruptcy laws provide a complex set of remedies to financially 
distressed individuals and appear to be race neutral, it is not surprising that they 
have never been examined through a racial lens even though blacks and Hispanics 
appear more likely to file for bankruptcy than whites (Sullivan et al., 2000). 
In the study by Sullivan et al. (2000), a greater percentage of minority 
homeowners were in bankruptcy in 1999 than white homeowners. Canner and 
Luckett (1990) found the same results; in that, nonwhite households were more 
likely to make late debt payments than white households. 
Education 
Education is a powerful predictor of a person's economic well-being. People 
with higher education have increased probabilities of higher wages and increased 
wealth over their lifetimes (Flamholtz, 1981). In contrast with the bankruptcy 
stereotype, which characterizes bankrupt debtors as being less educated and often 
as high school dropouts, the debtors in the Sullivan et al. (2000) study were 
somewhat better educated than the average adult population. The modal (most 
frequently occurring) category of education for both primary and secondary filers in 
their study was "some college"—one to three years of college, but with no final 
degree. 
Data analysis by Clements et al. (1999) indicated that bankrupts represent all 
levels of education. In their study, almost 9% had not completed high school, 48.3% 
were high school graduates or had General Equivalency Diplomas (GEDs), 32.8% 
had completed technical school or had some college, while 13.7% were college 
graduates. 
Farm Ownership 
For the first 85 years of the 20th century, farm bankruptcies had no special 
procedures in the Bankruptcy Act and Bankruptcy Code. Farmers filed bankruptcies 
like any other business although farmers could not be forced into bankruptcy, unlike 
other insolvent debtors. However, in November 1986, Chapter 12 was added to the 
Bankruptcy Code in response to the farm financial downturn of the early 1980s 
(Stam, Dixon, & Rule, 2003). Farmers also can file bankruptcy under Chapters 7, 
11, and 13. And many farmers do file under those chapters instead of Chapter 12 
because Chapter 12 requires that at least 80% of the debt be related to farming and 
50% of the household income must come from farming. 
Chapter 12 filings per farm in the 1990s exceeded filing rates in earlier 
decades with comparable economic conditions; however, overall during the 1990s, 
Chapter 12 filings trended downward both in rates and absolute filing numbers. A 
number of factors account for the lowered Chapter 12 filing rates in the 1990s. First, 
the high interest rates of the 1980s ended. Second, legislation was passed 
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mandating farmers' borrowers rights, and, finally, net farm income was good (Stam 
et al., 2003). 
Farmers in the Northern Plains and Corn Belt were the most frequent users of 
Chapter 12 in absolute number in each calendar year through 1995. After 1995, the 
Southern Plains edged out the Corn Belt. However, the Corn Belt contains more 
farms than either of the two Plains regions, so that filing rates per farm were higher 
in the Plains regions. In general, farming in the Plains is riskier than in the Corn Belt 
due to more variable weather (Stam et al., 2003). 
According to Stam et al. (2003), receiving a discharge under Chapter 12 is 
not always easy. During the first seven full years after Chapter 12 was enacted, 
15,351 cases were filed, and 10,291 of these were terminated in some fashion, 
leaving 5,060 cases open. Many cases remained open because a successful plan 
easily can extend more than five years from filing to discharge. Of the 10,291 
terminated cases, 3,828 (or 37%) were discharged. More than 63% of the closed 
cases were not discharged (Stam et al., 2003). By 2001, the open cases were 
closed and discharged. Not all Chapter 12 bankruptcies reach discharge; some are 
converted to a different chapter. Chapter 7 is by far the preferred chapter for 
conversions. Of the 3,064 converted cases as of December 31, 2001, 2,473 (81%) 
were converted to Chapter 7. 
Stam et al. (2003) conclude that the provisions of Chapter 12 have made 
bankruptcy filing more advantageous for farmers, and that over time more and more 
farmers have utilized this financial tool. Farmers, they suggest, also likely have 
been part of a national paradigm shift toward less reluctance to file bankruptcy. 
Stam et al. (2003) state that this propensity to file points to an overall change in 
behavior that must be understood better by debtors, lenders, and policymakers. 
Demands Upon the Household 
Demands require action from the system (Deacon & Firebaugh, 1988). 
Demands represent claims on family resources. Economic theory suggests that at 
times when the household's current income does not match its desired level of 
consumption, the household may use credit to borrow funds today from expected 
future income (Bryant, 1990). Debt is the result of current consumption financed by 
anticipated future earnings (Godwin, 1999). Consumer debt represents claims on 
family resources; therefore, consumer debt represents demands upon the family 
system. 
Some households must miscalculate their ability to service their debts 
because recent studies indicate that an increasing number of households are having 
difficulty repaying their debt (Godwin, 1999; Kennickell, Starr-McCluer, & Sarette, 
2000; Yieh & Widdows, 1995). High levels of household indebtedness may be an 
indication of financial difficulty, and bankruptcy often is one solution to the problem 
of indebtedness. Mismanagement of household finances is considered to be a 
major determinant in personal bankruptcy (Godwin, 1999; Yieh & Widdows, 1995). 
Home Mortgage 
A home's mortgage typically represents the largest claim on the household's 
resources. Bankruptcy law distinguishes between secured and unsecured 
household debts. Secured collateralized debts such as mortgages and automobile 
loans allow the creditor to reclaim the collateral if the debtor defaults on the loan, 
while unsecured debts such as credit card and installment loans have no collateral. 
Because secured creditors can foreclose on their collateral when debtors default, 
regardless of whether debtors file for bankruptcy, they are in a much stronger 
position than unsecured creditors to collect. Their argument is that, when debtors 
are in financial distress, they can file for bankruptcy, obtain discharge of their 
nonmortgage debts, and use the funds that would otherwise go to nonmortgage 
creditors to repay their mortgages and thereby keep their homes. The higher the 
exemptions, the more that debtors' wealth is protected in bankruptcy and therefore 
the lower the probability that they will default on their mortgages (Berkowitz & 
Hynes, 1999). 
Consolidation Loans 
One alternative to bankruptcy is the consolidation loan. Loan consolidations 
generally are available only to those with good credit ratings (Lin & White, 2001). 
They take many forms, the most common being home equity loans, home equity 
lines of credit, "cash out" home refinancing, student loan consolidation programs, 
and personal loans through financier institutions. Debt consolidation loans are 
essentially a type of refinancing, where several old loans are replaced with a new 
one that has more favorable terms. However, the financial demand created by the 
loan on the household still exists. Practically any type of loan can be wrapped into 
the debt consolidation process. Common types include finance charges, late fees 
and overdraft charges, credit cards, personal loans, utility bills, medical bills, car 
loans, store cards, gas cards, and back taxes. Consumers typically consolidate 
loans for several reasons—to bundle multiple loans under a single lender, to lower 
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their overall interest rates, or to dig their way out of debt. It's not uncommon for 
people to consolidate multiple loans, lower their overall interest rates and payments, 
and then go out and rack up new debt (Lin & White, 2001). 
Because many times a consolidation loan is a second mortgage, and the 
second mortgage is comprised of consolidated credit card debt, the Bankruptcy 
Court may allow the debtor to file a complaint against the second mortgage to strip 
off a second mortgage and have the second mortgage treated like credit card debt. 
This is the case only if there is absolutely no equity in the home to support the 
second mortgage. For example, if your home is worth $100,000, your first mortgage 
is $101,000, and your second mortgage is worth $20,000, there is not even a dollar 
of equity securing the second mortgage. If the home in this example was worth 
even $102,000 instead of $100,000, the court would be unable to strip off the 
debtor's second mortgage (Lin & White, 2001). 
Past Due Bills 
Past due bills create tremendous pressure on the household's occupants and 
its resources. According to Sullivan and Worden (1992), consumer credit debt 
repayment behavior can provide early warning signals of a pending bankruptcy. 
Late payments of 60 days or more suggests that the household is experiencing a 
significant amount of financial distress. Between 1989 and 1998, the number of 
families who were late on debt repayments rose significantly (Kennickell et al., 
2000). 
Examining the debt repayment behavior of 1,479 households drawn from the 
1983-1989 Survey of Consumer Finances, Godwin (1999) concluded that some 
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borrowers must make their debt acquisition and repayment decisions based on 
different reasoning than that suggested by economic theory, because there is an 
abundance of evidence that American households are having difficulty repaying their 
debt. She states this is evidenced by the rapid and sustained increase in personal 
bankruptcy filings during the last two decades. 
Sullivan and Fisher (1988) used data from the 1983 Survey of Consumer 
Finances, which interviewed 3,824 households, in an attempt to identify 
characteristics of typical consumers who were at risk for defaulting on their debts. 
They found that there is a rather strong correlation between late or missed payments 
and charged-off or bankrupt accounts. 
Using the same data set, Canner and Luckett (1990) found similar results in 
their study. Using a multivariate logit regression, Canner and Lucket (1990) included 
marital status, age, education, race, home ownership, employment, and income as 
independent variables in their study. The dependent variable was repayment. They 
discovered younger borrowers, borrowers with children, nonwhite borrowers, and 
unemployed borrowers were more frequently cited for slow or missed payments or 
for forcing creditors to charge-off their accounts. However, none of these studies 
addressed whether or not the households' had a previous history of default, charge-
off, or bankruptcy. 
According to Sullivan and Fisher (1988), the proportion of consumer loans 
that have past due payments provide researchers with a more direct measure of 
household financial health by examining repayment practices. They found that 
personal bankruptcy statistics are indicative of the most severe repayment 
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problems—those in which debtors find their debt situation so extreme that they feel 
they must seek protection from the courts. 
Unfortunately, now more than ever, it has been suggested, bankruptcies 
strike without any previous evidence that the household was experiencing money 
problems (Alvarez, 1997; Frank, 1996). According to a study released by the 
Federal Reserve, two-thirds of banks surveyed were charging off more loans than 
expected because more customers are declaring bankruptcy with little or no 
intervening period of delinquency (Frank, 1996). 
Debt Collection Practices 
According to the Fair Debt Collection Practices Act, creditors can make daily 
demands on debtors to try to encourage them to pay their debt payments. Creditors 
and debtors enter into loan agreements because each expects the agreement to 
increase his or her utility (Shiers & Williamson, 1987). The loan contract specifies 
the manner in which the creditor may deal with the debtor and the manner in which 
the debtor should deal with the creditor. The loan contract explains the terms of 
agreement between the creditor and the debtor and stipulates what demands a 
creditor may place on a debtor in the event that the debtor becomes delinquent on 
his or her debt repayment. 
The core principle of the creditor-debtor relationship is that debtors must not 
become delinquent on their financial obligations, but must pay their creditors. An 
unwilling debtor can be forced to pay through various methods, including writs, liens, 
and garnishments. Debt collection is a legitimate and necessary business activity 
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through which creditors and collectors are able to take reasonable steps to secure 
payment from consumers who are legally bound to pay or to repay money they owe. 
According to White (1998), to the delinquent debtor the net benefits of filing 
for bankruptcy protection may include protection from past-due bills and civil actions 
from creditors such as foreclosures, liens, repossessions, or wage garnishments. 
White states that there are two types of debtors who default—one type always 
repays while the other type always files for bankruptcy. 
One would expect to see a positive relationship between bankruptcy filings 
and demands on the family system as the result of financial problems including past-
due bills, debt collection calls, wage garnishments, property repossessions, and 
liens against personal property. 
Debt Collection Calls. All banks, insurance companies, and other businesses 
that extend credit have collection departments with their own collecting procedures, 
yet most collecting procedures follow fundamental procedures: (1) One of managers 
or supervisors assigns a delinquent account, (i.e., a case) to a collector; (2) the 
assigned collector reviews the delinquent account's current status, histories, 
documents, and relevant information; (3) the collector tries to find and/or create 
some possible actions or plans that could be applied to the delinquent account and 
get most paid back from the delinquent consumer within regulations; and (4) the 
collector chooses the best of the possible actions and applies it onto the delinquent 
account (White, 1998). 
These procedures run and repeat for every delinquent account until the 
account is paid off, charged off, or sold to an outside collection agency. Initially 
collectors send letters of legal requisition to delinquent account holders since those 
actions usually get high recovery because of most delinquent consumers fear the 
law. Should this method fail, collectors try to make contact with the debtor 
personally through a telephone call to remind the debtor of his or her overdue debt 
(White, 1998). 
According to Sullivan and Worden (1990), defaulting on one's debts allows 
creditors to exercise various legal remedies for the express purpose of limiting the 
lender's losses associated with default, including late-night collection calls. The act 
of petitioning for debt relief through bankruptcy provides the debtor with immediate 
relief from lenders' collection efforts. In a 2001 survey of 1,771 personal bankruptcy 
filers in five federal courts, Himmelstein et al., (2005) discovered that many of the 
bankrupt consumers were seeking bankruptcy as a means of stopping debt 
collection calls. 
Wage Garnishments. Debt contracts invariably give creditors the right to 
penalilze debtors for delinquent payments. Continued delinquency enables the 
creditor to sue the debtor. Debtors often fail to appear in court in response to a 
creditor's lawsuit, which results in the creditor obtaining a default judgement (White, 
1998). Creditors then can use the legal process of garnishment to obtain repayment 
(Sullivan & Worden, 1990). Creditors may garnish debtors' wages, property, or both. 
The term "garnishment" means any legal or equitable procedure through which the 
earnings of any individual are required to be withheld for payment of any debt 
(U.S.C.). Garnishment allows a creditor to collect part of a debt (for example, 
wages) to satisfy the obligation. 
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The amount that can be garnished is limited by both state and federal 
exemptions. The federal exemption is the maximum of 30 times the federal 
minimum wage or 75% of the individual's wage income (White, 1998). Some states 
have further limits on garnishment. In addition, basic clothing, ordinary household 
furnishing, personal effects, Social Security, unemployment, and public assistance 
payments cannot be garnished. It should be noted that once a household files for 
bankruptcy protection, its income becomes exempt from garnishment (White, 1998). 
According to White (1998), garnishment of wages is a risky strategy for 
creditors because it succeeds only if the debtor is working and if the creditor can 
locate the debtor's employer. Also, debtors whose wages are being garnished have 
an incentive to file for bankruptcy protection since bankruptcy terminates wage 
garnishment. 
Property Repossessions. When you buy a car, furniture, or appliances on an 
installment plan, the dealer or store usually takes a "security interest" in the item you 
are buying. This means that while you are paying for it, the creditor (person or 
business to which you owe money) can take back, or "repossess," your purchase if 
you break your promises under the contract. Not all purchases can be repossessed. 
For example, credit card purchases usually can't be repossessed. 
Collateralized debt—primarily mortgages, home equity loans, and automobile 
loans—can be discharged in bankruptcy only if the debtor agrees to give up the 
collateral (White, 1998). According to Fifield (2002), the number of car 
repossessions doubled from 1.2 million to around 2.5 million between 1998 and 
2002, and home mortgage foreclosures have more than tripled in less than 25 years. 
However, filing for bankruptcy delays secured creditors from repossessing or 
foreclosing, and, in addition, nonmortgage lenders can be forced through bankruptcy 
to reduce the amount of the collateralized loan down to the market value of the 
collateral, thus allowing the debtor to reaffirm the debt and purchase the vehicle at a 
reduced cost. 
Property Liens. Creditors use judicial and statutory processes to have debts 
satisfied. When debtors default on a noncollateralized debt, creditors have various 
strategies for collecting (White, 1998). A lien may arise through statute, agreement 
between the parties, or judicial proceedings. Creditors commonly seek to create a 
lien on a debtor's property through a judicial process of lien creation, which is 
governed by state law. Once a lien has been created state statutory law governs 
how the lien is executed against the debtor's property. The sale of property subject 
to a lien to satisfy the debt is also governed by state statutory law. If the debtor has 
a bank account, the creditor can obtain a court order directing the bank to pay the 
funds in the account to the creditor up to the amount owed (White, 1998). 
In addition, if a creditor sues a debtor and receives a judgment, the creditor 
may be able to put a lien on the home of the debtor and eventually sell the home. If 
the debtor files for bankruptcy, the debtor will be able to prevent most creditors from 
pursuing collection actions against them including filing a judgment lien on the 
debtor's home. Also, through bankruptcy, the court may strip off judgment liens from 
the home, allowing the debtor to keep the home less encumbered and preventing 
judgment creditors from being able to sell the home even after they have filed a 
judgment lien. 
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This study uses data from the PSID to understand how demands such as 
past-due bills, consolidation loans, debt collection calls, wage garnishments, 
property repossessions, and property liens affect a household's decision to file for 
bankruptcy. 
Previous Bankruptcy Studies Using the PSID 
Using PSID data between 1984 and 1996, where five specific reasons for 
filing for bankruptcy are reported, Chakravarty and Rhee (1999) use a multinomial 
logistic model to explain the different circumstances responsible for the filing of 
personal bankruptcy under specific reasons, such as: (1) job loss; (2) marital 
disruption; (3) health; (4) credit misuse; and (5) harassment/lawsuits. 
Chakravarty and Rhee created a pooled cross-sectional matched sample of 
non-filers and bankruptcy filers taken from the PSID for 1984-1996. The final 
sample included 587 households—284 had filed and 300 had not filed for 
bankruptcy protection. Initially the sample contained equal numbers of bankrupts 
and nonbankrupts; however, missing wealth information on some households 
resulted in their eliminationfrom the study. This explains the unequal number of 
filers and nonfilers. 
Chakravarty and Rhee (1999) found that, after controlling for the appropriate 
financial and trend variables, age of the household head explains bankruptcy filings 
for all five reasons except for harassment/lawsuits. Being a single female head of 
household explains bankruptcy for marital disruption, credit misuse, and 
harassment/lawsuits. Past problems with money management (including delayed 
payments) explained bankruptcy for all five reasons except marital disruption. Being 
an unemployed head of house explained bankruptcy for job loss and 
harassment/lawsuit, while length of employment of the head of household explained 
bankruptcy through marital disruption. Bad health and lack of Medicare/Medicaid 
protection explained filing for bankruptcy for health and credit misuse reasons. 
Income explained bankruptcy filing for health reasons. 
The current study differs from the Chakravarty and Rhee study in that it does 
not create a matched sample of bankrupt and nonbankrupt PSID households. The 
current study instead chose to include every household that participated in the PSID 
during the years 1991-1996. 
Elul and Subramanian (2002) used data from the PSID during the years 
1983-1992 to estimate a nested logit model of the household migration decision. 
The authors focus on the probability that debtors move to states with more favorable 
bankruptcy exemptions before the debtor files for bankruptcy. They examined the 
effect of filing propensity, rather than the actual event of filing, on the tendency to 
migrate to states with higher exemption levels. Elul and Subramanian were 
interested in seeing whether a household deemed as being "at risk" for filing for 
bankruptcy is likelier to move to a state with more favorable bankruptcy exemptions 
to increase its gains from filing for bankruptcy. 
Elul and Subramanian (2002) found that, while there is indeed evidence that 
considerations of bankruptcy laws do impact interstate migration, the effect is 
relatively modest. They estimate that 1% of moves to states with higher exemption 
limits are motivated by considerations of differences in bankruptcy exemptions. 
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They state that were bankruptcy not a factor in migration decisions, the total number 
of moves to states with higher exemption levels would be reduced by 17,000. 
Bankruptcy legislation changed significantly between 1978 and 1984, and 
again in 1986 with the addition of Chapter 12: Farmer's bankruptcy. Unlike Elul and 
Subramanian (2002), for the sake of consistency the current study chose to select all 
bankrupts who would have filed under the same bankruptcy legislation during the 
years 1991-1996. 
In another study using the PSID data set, Filer and Fisher (2002) investigated 
the consumption benefits for households that file for bankruptcy protection. The 
authors use two different PSID samples. The first sample is restricted to only those 
households who filed for bankruptcy between 1991-1996. The second sample is a 
cross-section of non-filers. The authors compare households that filed for 
bankruptcy and households that did not file for bankruptcy. Filer and Fisher state 
that filing for personal bankruptcy is often viewed as a "free-lunch" for the household 
in that bankruptcy is a way for households to avoid paying their debts. 
Filer and Fisher (2002) used a simple model of household consumption 
growth over the years 1990-1995 to find that households filing for bankruptcy under 
Chapter 7 experienced on average a 15% increase in growth of consumption during 
the sample years. However, they state households that filed for Chapter 13 
bankruptcy protection experienced an insignificant change to their consumption. 
Filer and Fisher claim that their results indicate that the recent change to the 
Bankruptcy Code will significantly lower the consumption benefit for households that 
file for Chapter 7 bankruptcy. For households that never filed for bankruptcy, Filler 
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and Fisher found that those who live in states with more generous exemptions also 
are better able to maintain consumption, but the effect is fairly small. Unlike Filer 
and Fisher, (2002) the current study does not separate bankrupts from 
nonbankrupts. 
Fisher (2002b) used the PSID to examine whether there is a duration 
dependence in personal bankruptcy. Distributions of duration data are commonly 
specified in terms of the conditional probability of exiting a specific state of being. 
Fisher addresses the possibility that some households wait to file for bankruptcy in 
hopes of avoiding bankruptcy altogether; however, after several years where there 
exists a positive benefit to filing for bankruptcy, the household eventually files for 
bankruptcy protection. 
Fisher (2002b) employed a hazard model using PSID data. In the Fisher 
hazard model, the dependent variable is the time spent by the household in a 
healthy nonbankrupt state. In this particular hazard model, the variable of interest 
was the number of years the respective household avoids filing for bankruptcy. The 
hazard rate is defined as the probability per year that the household that has 
survived to the beginning of the respective interval will fail in that interval. 
Controlling for financial benefit and other relevant factors, Fisher (2002b) 
finds that the probability of filing for bankruptcy is largest around the third and fourth 
year of a spell, where a spell equals the number of years the household has 
remained in the same marital status. Fisher (2002b) suggests his results indicate 
that some households avoid filing for bankruptcy even when they have a positive 
financial benefit in doing so. He states that after several years of financial difficulty, 
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the household revises its estimates regarding the cost and benefits of bankruptcy, 
and eventually files for bankruptcy. The current study is similar to the Fisher (2002b) 
study in that it looks at financial difficulty and bankruptcy across time. However, the 
current study does not employ a hazard function. 
Using a combined cross-section, time-series sample of PSID households in 
1984-1995, Fay et al., (2002) estimated probit regressions to explain whether 
households filed for bankruptcy in specific. For households to be included in this 
study, they must have answered all of the PSID questions for the years 1992-1995. 
The resulting sample contains 254 bankruptcy filings. Standard errors were 
corrected using the Huber/White procedure, which allows error terms for the same 
household to be correlated over time. 
Fay et al. (2002) test three hypotheses: (1) whether households are more 
likely to file for bankruptcy as their net financial benefit—equal to the value of debt 
discharged in bankruptcy minus the value of nonexempt assets that households 
would have to give up in bankruptcy—from filing increases; (2) whether (controlling 
for financial benefit) they are more likely to file for bankruptcy when adverse events 
occur; and (3) whether the household bankruptcy decision is influenced by average 
bankruptcy filing rates in the localities where the household resides. 
Fay et al. (2002) found that an increase of $1,000 in households' financial 
benefit from bankruptcy is associated with an increase of 7% in the probability of 
bankruptcy, and the relationship is statistically significant. They found little support 
for the hypothesis that households file for bankruptcy as a result of adverse events. 
Controlling for state and time fixed effects, households are more likely to file for 
bankruptcy if they live in districts with higher aggregate bankruptcy filing rates, which 
suggests that local trends in bankruptcy filings are an important factor in the decision 
to file for bankruptcy. The current study is similar to the Fay et al. (2002) study in 
that it employs a cross-section time-series of PSID households as well. However, 
the current study chose to use logit regression instead of probit regression. 
Previous studies have used the PSID to examine numerous aspects of 
consumer bankruptcy, including the financial benefits of bankruptcy, adverse events 
and bankruptcy, and migration and bankruptcy. The focus of this study is on 
allegations of abuse and bankruptcy. The current study will employ a cross-
sectional, time-series model to investigate if households are abusing the bankruptcy 
system by filing for bankruptcy protection even though the household is not 
experiencing financial problems. By controlling for variables that are known to affect 
bankruptcy filings, such as education, income, employment, and age, a better 
understanding of the relationship between how a household manages its finances 
and bankruptcy will be achieved. 
Research Question and Empirical Hypotheses 
This study asks the question: Are consumers experiencing financial problems 
prior to filing for bankruptcy, or are they abusing the bankruptcy system by filing for 
bankruptcy protection without experiencing financial problems? The extent to which 
households are abusing the bankruptcy system by seeking bankruptcy protection 
without any intervening period of financial problems, such as late payments, 
collection calls, loans, liens, garnishments, or repossessions, is examined 
specifically. If consumers are abusing the bankruptcy system by filing for protection 
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without experiencing financial problems, then we should expect to see no 
relationship between bankruptcy and financial problems. The following empirical 
hypotheses are derived from the research question, the previous review of literature, 
and Deacon and Firebaugh's (1988) model of family financial management. 
Based on the principles of systems theory and the review of the literature, 
four hypotheses will be tested. 
1. Households with financial problems will be more likely to file for bankruptcy 
than households without financial problems. 
2. Households with greater annual incomes will be less likely to file for 
bankruptcy than households with less annual income. 
3. Households where the head engages in farming as a source of income will be 
less likely to file for bankruptcy than households where the head is not 
engaged in farming. 
4. Households where the head is a business owner will be less likely to file for 
bankruptcy than households where the head is not a business owner. 
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CHAPTER 3. METHODS 
The data used for the study, the sample design, and the empirical model will 
be discussed in this chapter. In addition, the dependent and independent variables 
used in this study will be presented. Descriptive statistics will be offered. Finally, 
analyses employed in this study will be presented. 
Data 
Data for this study are taken from the 1991-1996 Panel Study of Income 
Dynamics (PSID). The PSID, begun in 1968, is a longitudinal study of a 
representative sample of U.S. individuals (men, women, and children) and the family 
units in which they reside. The study is conducted by the Survey Research Center, 
Institute for Social Research, University of Michigan. The sample size has grown 
from 4,800 families in 1968 to more than 7,000 families in 2001. At the conclusion of 
2003 data collection, the PSID has collected information on more than 65,000 
individuals spanning as much as 36 years of their lives. 
The PSID was collected in face-to-face interviews using paper and pencil 
questionnaires between 1968 and 1972. Thereafter, the majority of interviews were 
conducted over the telephone. In 1993, the PSID introduced the use of computer 
assisted telephone interviewing. In the 1999 wave, 97.5% of the interviews were 
conducted over the phone, and all interviews were conducted using computer-based 
instruments (Panel Study of Income Dynamics, 2006). 
The central focus of the PSID is economic and demographic, with substantial 
detail on income sources and amounts, employment, family composition changes, 
and residential location. The greatest level of detail has been compiled for the 
primary adults heading the family unit (PSID, 2006). The PSID dataset was deemed 
appropriate for this study because this dataset records information on financial 
problems and bankruptcy and contains a rich set of measures of demographic 
variables and financial variables. 
Current Study Sample Design 
The sample used for this study is drawn from the PSID survey years 1991-
1996. Household data are available each year between 1991 and 1996. The 1996 
PSID survey was the first time survey respondents were asked if they had ever 
experienced bankruptcy. If they indicated that they had filed for bankruptcy, the 
household was asked in what year. 
In the 1996 PSID survey, households were also asked if they had ever 
experienced problems managing their money such as being unable to pay bills, 
receiving collection calls from creditors, taking out consolidation loans to pay debt, 
having property repossessed, having liens placed on personal property, or having 
their wages garnished (see Appendix A1 ). If they indicated that they had 
experienced financial problems, the household was asked in what year. Responses 
to the financial problem questions were limited to the years 1991-1996. 
Because additional information regarding financial problems was limited to 
1991-1996, for the purpose of this study information regarding bankruptcy was also 
limited to 1991-1996. This limitation resulted in a total of 124 household 
respondents who indicated they had filed for bankruptcy between 1991 and 1996. 
Because one goal of this study is to understand how consumers make the 
decision whether to file for bankruptcy, both households who have filed and have not 
filed for bankruptcy were included in the study. Unlike Chakravarty and Rhee 
(1999), who created a matched sample of bankrupts and nonbankrupts, this study 
includes all nonbankrupt households. 
Elimination of Missing Data 
Households were eliminated at several different points during the sample 
construction. For households to be included in this study, all of the PSID questions 
for 1991-1996 must have been answered. Because this study required responses 
from the same households across all six years of the study, respondents who did not 
participate in all six years of the PSID longitudinal survey (1991-1996) were dropped 
from the analysis. In 1990, the PSID added 2,000 Latino households, including 
families originally from Mexico, Puerto Rico, and Cuba. Due to a lack of funding, the 
Latino sample was dropped after 1995. It is assumed that eliminating this particular 
population may have had a significant effect on this study's sample size. The Latino 
families would have been in the PSID during the years 1991-1995; however, this 
study matched households who participated in the PSID in 1996. Therefore the 
elimination of the Latino families by the PSID in 1995 would have prevented them 
from participating in the 1996 survey. This PSID change may have impacted the 
sample size as it was reduced from 8,511 in 1996 down to 5,406. 
Respondents who did not answer the question, "Have you or your 
[wife/husband] ever filed for bankruptcy?" were eliminated from the study. This 
reduced the sample size from 5,406 to 5,286. Households that indicated they had 
filed for bankruptcy but could not name the year in which they had filed were also 
eliminated from the study. This reduced the sample size from 5,286 to 5,280. 
Households that did not provide information regarding the education level of the 
head of household were also eliminated from the study. This further reduced the 
sample size from 5,280 down to 5,260 households. 
Unit of Analysis 
Based on previous research with the same dataset (Fay et al., 2002; Fisher, 
2002b), the unit of analysis for this study is the household head in each household 
year and, for this reason, the total number of observations used in the analysis 
exceeds the number of households in the sample. The information on bankruptcy in 
the 1996 survey was matched with the 1991-1995 data to create a sample of 31,560 
household years (5,260 households times six survey years). At the end of 1996, the 
PSID had collected 31,560 interviews from these 5260 households. However, 84 
household observations were lost because their PSID sample weights equaled zero, 
resulting in a final sample size of 31,476 household year observations. 
Household variables such as household income, however, are based on 
income from both the household head and his or her spouse. Household income is 
used in this study because resources are usually shared among household 
members, thus making it appropriate to look at both individual and household 
variables (Lazear & Michael, 1988). 
Empirical Model 
The central premise behind the recent bankruptcy legislation reform was that 
bankruptcy abusers were crippling the U.S. economy by leaving creditors will billions 
of dollars in losses. In particular, proponents claimed that abusive debtors were 
choosing to file for bankruptcy as a first response to financial distress and were not 
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exhausting every other available repayment option (Frank, 1996). According to 
Frank (1996), consumers were making the choice to file for bankruptcy with little or 
no intervening period of delinquency. 
For the purpose of this study, bankruptcy abuse will be defined as filing for 
bankruptcy protection without having experienced at least one of the following types 
of financial problems prior to filing for bankruptcy: (1) being unable to repay one's 
debts, (2) receiving debt collection calls by a creditor seeking payment, (3) taking out 
a consolidation loan to pay off debt, (4) having liens filed against personal property 
by a creditor because the household could not repay bills, (5) having the household 
head's wages garnished by a creditor collecting on a debt, and (6) having personal 
property repossessed by a creditor seeking payment on a debt. If households are 
abusing the right to file for bankruptcy protection, then a strict interpretation of this 
definition implies that financial problems should not be related to the probability of 
filing for bankruptcy. 
In this study, consumers are perceived as falling into one of four different 
financial problem/bankruptcy categories: (1) consumers who experience financial 
problems and do not file for bankruptcy; (2) consumers who do experience financial 
problems and do file for bankruptcy; (3) consumers who experience no financial 
problems and still file for bankruptcy (abusive bankrupts); and (4) consumers who 
experience no financial problems and do not file for bankruptcy (White, 1998) (see 
Table 3.1). 
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Table 3.1. Bankruptcy/Financial Problems Categories. 
FINANCIAL PROBLEMS BANKRUPTCY 
CONSUMER EXPERIENCES FINANCIAL 
PROBLEMS: 
(a) Unable to pay bills 
(b) Received collection calls 
(c) Wages garnished 
(d) Property repossessed 
(e) Lien filed by creditor 
(f) Obtained loan to pay off debts 
CONSUMER DOES NOT FILE FOR BANKRUTPCY 
CONSUMER FILES FOR BANKRUPTCY (NOT ABUSIVE 
BANKRUPTCY) 
CONSUMER DOES NOT EXPERIENCE 
FINANCIAL PROBLEMS: 
(a) Never unable to pay bills 
(b) Never received collection calls 
(c) Never had wages garnished 
(d) Never had property repossessed 
(e) Never had lien filed by creditor 
(f) Never obtained loan to pay off debts 
CONSUMER FILES FOR BANKRUPTCY (ABUSIVE 
BANKRUPTCY) 
CONSUMER DOES NOT FILE FOR BANKRUTPCY 
This study investigates the impact that financial problems (as demands on the 
household) have on the probability that a household will file for bankruptcy, 
controlling for the resources that the household has available for its consumption. 
As noted previously, financial problems create demands upon the household 
system. These demands enter the household system and exert enough pressure on 
the system that the system is required to "take action" (Deacon & Firebaugh, 1988). 
In this study, "taking action" is defined as making the choice to file for bankruptcy. 
Therefore, inputs into the household system in the form of demands include: 
having a home mortgage, and an index containing financial problems. Inputs into 
the household system in the form of resources will be operationalized as: age (of 
household head), sex (of household head), race (of household head), education (of 
household head), marital status (of household head), health (of household head), 
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annual weeks of employment (of household head), taxable income, transfer income, 
home ownership (of household head), business ownership (of the household head), 
farm ownership (of household head) and household size. Throughput, processes of 
the household will be represented by filing or not filing for bankruptcy. Figure 3.1 
shows the relationship between the variables in the bankruptcy abuse model. 
INPUT 
THROUGHPUT 
(Implementing) 
RESOURCES 
• Household size 
• Taxable and or Transfer Income 
• Age of Household Head 
• Gender of Household Head 
• Marital Status of Head 
• Home, Farm or Business 
Ownership 
• Employment status of Head 
• Health of household Head 
• Race of Household Head 
• Education of Household Head 
DEMANDS 
• Home Mortgage Payment 
• Financial Problems Index 
File Bankruptcy 
Do not file 
Bankruptcy 
FAMII Y SYSTFM ROUNDARY 
Figure 3.1 Bankruptcy Model 
Many researchers have used single-period models for which the bankruptcy 
information is gleaned from the debtor's bankruptcy petition (Lown & Llewellyn, 
2004; Sullivan et al., 1989, 1997, 2000). By ignoring the fact that households, like 
firms, change over time these single-period models are biased and inconsistent 
(Shumway, 1999). Single-period models are inappropriate for predicting bankruptcy 
because of the nature of consumer households. The financial characteristics of 
most households change from year to year. A household's risk for bankruptcy 
changes from year to year. A household's financial health is a function of its annual 
financial data. If a household's finances deteriorate before bankruptcy, then allowing 
its financial data to reveal this information is important. 
Because bankruptcy occurs infrequently during the lifetime of a household, 
forecasters would do better to use samples that span several years when predicting 
bankruptcy. Researchers that rely on single-period models when studying 
bankruptcy have to select when to observe each household's characteristics. Many 
researchers choose to observe each bankrupt households data in the year prior to 
filing for bankruptcy protection. However, this method ignores financial solvent 
households that eventually do file for bankruptcy. Single-period models fail to 
investigate a household's risk for financial failure across time. By using a simple 
cross-section, time-series model a researcher can use all of the available 
information on a household to determine each household's risk of filing for 
bankruptcy at each point in time. This type of model utilizes much more data by 
including each household year as a separate observation. 
As the data for this study are drawn from the PSID longitudinal survey of 
household financial data, a cross-section, time-series model of bankruptcy prediction 
was employed. The sample period for this study includes the PSID years 1991-
1996. This sample contains data on 31,476 household year observations. The 
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dependent variable equals one if the household files for bankruptcy in year t and 
zero otherwise. 
In addition, many empirical studies of bankruptcy have failed to construct a 
proper control group for their tests (Sullivan et al., 1989). By studying only those in 
bankruptcy, they have failed to recognize that there may be many people with similar 
financial difficulties who have not filed bankruptcy. Therefore, this study will 
consider both households that do and do not file for bankruptcy. 
Dependent Variable 
Buckley and Brinig (1998) state that in a panel study of bankruptcy petitioners 
the dependent variable would be the individual bankruptcy decision. Bankruptcy 
abuse is seen in this study as seeking bankruptcy as a first resort to financial 
indebtedness; therefore, in this study, the dependent variable is whether or not the 
household filed for bankruptcy during a household year between 1991 and 1996. In 
the 1996 PSID, households were asked the following question: "Have you or your 
(wife/husband) ever filed for bankruptcy?" If the household had not filed for 
bankruptcy during a household year, the variable was set to (0), if the household had 
filed for bankruptcy the variable was set to (1). Frequencies indicate that of the 
31,476 household years in the current sample, only 124 indicated that they had filed 
for bankruptcy during a household year. 
Independent variables 
The following independent variables, derived from the literature review and 
Deacon and Firebaugh's Family financial management model (1988), were analyzed 
to discover how they impacted household's decisions to file for bankruptcy. Input 
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variables in the form of personal characteristics available for use by the household, 
including age, gender, marital status, health, race, and education, were measured to 
understand the effect they have on the household's decision to file for bankruptcy. 
Other available resources include household size and annual weeks of paid 
employment of the household head. Financial variables include annual taxable 
income, annual transfer income, home ownership, farm ownership, and business 
ownership. These variables are measured in the year prior to the year that 
bankruptcy was measured. 
Financial problems in the form of demands on the household, including (1) an 
inability to repay bills when they were due, (2) receiving collection calls by creditors 
demanding payment, (3) liens being filed against personal property by a creditor 
because the household could not repay bills, (4) the garnishment of the household 
head's wages by a creditor collecting on a debt, (5) the repossession of personal 
property by a creditor, (6) taking out consolidation loans to pay off debt, and (7) 
whether or not the household has a mortgage were measured to understand the 
effect they have on the household's decision to file for bankruptcy. These variables 
are also measured in the year prior to the year that bankruptcy was measured. 
Continuous Resource Variables 
Household Size: Household size was measured as a continuous variable computed 
by counting the total number of people in the household. In this sample, the average 
household size was 2.78 family members. 
Annual Taxable Income of Household: This variable was measured using a 
continuous variable. Taxable income may contain negative values, indicating a net 
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loss from a business or farm. This variable includes Head's and Head's wife or 
head's partner's income from wages, bonuses, professional practice, market 
gardening, alimony, rental income, labor income from farm or business, asset 
income from farm or business, income from rental property, asset income from farm 
or business, asset income from market gardening, interest income, and dividends. 
Average income for households in this sample was $39,365. 
Annual Transfer Income Of Household: This variable was measured as a continuous 
variable. Transfer income includes income from both head and wife in the form of: 
Supplemental Security Income, unemployment compensation, ADC/TANF income, 
alimony, child support, Social Security, Veterans Affairs pension, workers 
compensation, and financial help from relatives. Average transfer income for 
households in this sample was $4,286. 
Age Of Household Head: In this study, age of household head was measured as a 
continuous variable. The mean age of the respondents for the sample was 46.03 
years. 
Annual Weeks Employment of Household head: This was measured as a 
continuous variable. On average, household heads in this sample worked 50.87 out 
of 52 weeks during the year. See Table 3.2 for descriptive statistics of the five 
continuous variables. 
Table 3.2. Descriptive Statistics of the Continuous Variables (n = 31,476) 
Variable Minimum Maximum Mean Std. Dev. 
Household Size 1 13 2.78 1.48 
Taxable Income -$86,000 $1,383,966 $39,364 $54,869 
(Head & Spouse) 
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Table 3.2. (continued) 
Transfer Income SO.00 $1,000,039 $4,286 $10,075 
(Head & Spouse) 
Age (Household Head) 18 98 46.03 15.27 
Weeks Employed (Head) 0 52 50.87 5.53 
Categorical Resource and Demand Variables 
Gender Of Household Head: This variable had two categories: Males are coded as 
"1" and females are coded as "0." In this sample 75.1% of the participants report 
being Male and 24.9% report their gender as Female. 
Education Level Of Household Head: The variable used to measure education level 
was created from two survey items: "Did you graduate from high school, get a GED 
or neither?", and "Did you attend college?" Three dummy variables were created 
from these two survey items: less than high school, high school/GED, and more than 
high school. In this sample, 22.5% of the participants report having less than a high 
school education, 32.5% completed their high school education, and 45.0% went on 
to college. For the regression analysis, "less than High School" was the omitted 
category. 
Race Of Household Head: This self-reported variable contained seven initial 
categories: (1) White, (2) Black, (3) American Indian, (4) Asian, (5) Latino, (6) Other 
color not black or white, and (7) Other. Categories 3, 4, and 5 were combined with 6 
and 7 to yield the value Other. In this sample, 64.7% of the respondents reported 
their race as White, 33.7% as Black, and 1.6% as other than Black or White. Three 
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dummy variables were created: White, Black, and Other. For the regression 
analysis, "Other" was the omitted category. 
Marital Status Of Household Head: This variable contained six initial categories: (1) 
married, (2) never married, (3) widowed, (4) divorced, (5) separated. Categories 2, 
3, 4, and 5 were combined to yield Not Married, coded "0." In this sample, 59.4% of 
the respondents were married and 40.6% were not married. 
Home Ownership Of Household Head: In this study, home ownership contained 
three initial categories: (1) owns, (5) rents, and (8) neither. Categories 5 and 8 were 
combined into Does Not Own, coded "0." Results indicate that 63% of the 
respondents in this sample were homeowners. 
Health Status Of Household Head: This variable had five initial categories: (1) 
excellent, (2) very good, (3) good, (4) fair, and (5) poor. Categories 1,2,3, and 4 
were combined to yield the value Good, coded "1." The value 5 was recoded as "0." 
The majority of the participants in this sample (95.4%) report being in good health, 
and 4.6% report being in poor health. 
Farm Ownership Of Household Head: This variable contains two categories: (1) yes, 
(0) no. Results indicate that 320 of the respondents, or 1% of the household heads 
in this sample, were engaged in farming. 
Business Ownership Of Household Head: This variable contains two categories: (1) 
yes, (0) no. Of the respondents in this sample, 13.2% were business owners. 
Mortgage: This variable contained two categories: (1) yes, (0) no. Of the 
respondents in this sample, 42% were currently paying and 58% were not paying on 
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home mortgages. See Table 3.3 for frequency distributions of the categorical 
variables above. 
Table 3.3. Frequency Distributions of the Categorical Variables (n = 31,476). 
Variable 
Gender 
Education 
Frequency Percent 
Race 
Marital status 
Home Owner 
Health 
Farm Owner 
Business Owner 
Have Mortgage 
Male 
Female 
Total 
Less than High School 
High School/GED 
More than High School 
Total 
White 
Black 
Other 
Total 
Married 
Not Married 
Total 
Yes 
No 
Total 
Good 
Poor 
Total 
Yes 
No 
Total 
Yes 
No 
Total 
Yes 
No 
Total 
23,629 
7,847 
31,476 
7,095 
13,410 
10,971 
31,476 
20,368 
10,592 
516 
31,476 
18,692 
12,784 
31,476 
19,836 
11,640 
31,476 
30.088 
1,472 
31,476 
320 
31,156 
31,476 
4,155 
27,321 
31,476 
13,235 
18,241 
31,476 
75.1 
24.9 
100.0 
22.5 
32.5 
45.0 
100.0 
64.7 
33.7 
1.6 
100.0 
59.4 
40.6 
100.0 
63.0 
37.0 
100.0 
95.3 
4.7 
100.0 
1.0 
99.0 
100.0 
13.2 
86.8 
100.0 
42.0 
58.0 
100.0 
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Financial Problems Index: In 1996, respondents were asked questions about 
managing their money (see Appendix A1). Each participant was asked if they (or 
their spouse) had ever, and in which years they had ever: (1) found themselves 
unable to pay their bills when they were due, (2) obtained a loan to consolidate or 
pay off their debts, (3) had a creditor call or come to see them to demand payment, 
(4) had their wages attached or garnished by a creditor, (5) had a lien filed against 
their property because they could not pay a bill, and (6) had their home, car, or other 
property repossessed. The incidences of financial problems are displayed in Table 
3.4. The most frequently cited problem was being unable to pay bills when they 
were due, followed by having a creditor contact the household regarding payment, 
and taking out consolidation loans to pay off debt. Less than 1% reported having 
liens filed, wages garnished, or property repossessed (see Table 3.4). 
Table 3.4. Incidences of reported financial problems in any one household year (n = 
31,476) 
Financial Problem N Percent 
1. Found yourself unable to pay your bills when they were due. 2,471 7.90 
2. Obtained a loan to consolidate or pay off your debt. 560 1.80 
3. Had a creditor call or come to your home to demand payment. 1,259 4.00 
4. Had your wages attached or garnished by a creditor. 11 0.03 
5. Had a lien filed against your property because you could not 41 0.13 
pay a bill. 
6. Had your home, car, or other property repossessed. 24 0.07 
Due to the small number of households experiencing some of the specific 
financial problems, a six-item index was constructed by adding 1 for each incidence 
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of each type of problem. Although the index could range from 0 to 6, no problems to 
all problems, only a little over 10% experienced any financial problems in a 
household year (see Table 3.5). 
Table 3.5. Incidences of reported combined financial problems (n = 
Financial Problems N 
31,476). 
Percent 
1. Experienced no financial management problems. 28,283 89.8 
2. Experienced only one financial management problem. 2,134 6.8 
3. Experienced two financial management problems. 965 3.1 
4. Experienced three financial management problems. 81 0.3 
5. Experienced four financial management problems. 12 0.0 
6. Experienced five financial management problems. 1 0.0 
7. Experienced all six financial management problems. 0 0.0 
Chronbach's alpha is an index of reliability associated with the variation 
accounted for by the true score of the "underlying construct". The construct is the 
hypothetical variable that is being measured (Hatcher, 1994). Tests of internal 
consistency for the Financial Problems Index produced a Cronbach's alpha value of 
.427. Research has indicated that 0.7 is an acceptable reliability coefficient but 
lower thresholds are used in the literature (Santos, 1999). As .427 appears to be a 
fairly modest reliability result, individual items within the scale were reexamined and 
it was observed that the scale decreased to .176 and .157 respectively if two of the 
financial problem indicators (1) received collection calls and (2) could not pay bills 
timely were removed. This suggests that these two indicators are the strongest 
indicators in the index perhaps because households cited these two financial 
problems more frequently than the other financial problem indicators. It is quite 
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possible that the other indicators contributed little to the index because each was a 
rare occurrence. 
Due to some categories of financial problem having few observations, for the 
purpose of this study households were considered as having financial problems if 
they reported experiencing at least one financial management problem. 
Data Analysis 
Preliminary analyses included crosstabulations, which are simply data tables 
that present the results of the entire group of respondents as well as results from 
sub-groups of respondents. They enable an examination of relationships among 
categorical variables that might not be readily apparent when using multivariate 
analyses. A chi-square (X2) statistic is used to investigate whether distributions of 
categorical variables differ from one another by comparing the actual and expected 
counts of categorical responses between two (or more) independent groups 
(Norusis, 1997). 
Correlations were estimated to measure the relationships among continuous 
variables. Correlations represent the proportion of common variation in the two 
variables (i.e., the "strength" or "magnitude" of the relationship) and the direction 
(positive or negative) of the relationship (Norusis, 1997). Results of the correlations 
can be found in Appendix B. 
Binomial logistic regression was selected to study the effects of the personal 
characteristic variables, financial variables, and financial problem indicators on the 
dependent variable bankruptcy because binomial logistic regression allows for 
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dichotomous response variables. Data in this study were analyzed using both SPSS 
and LIMDEP statistical software. SPSS software was used throughout the data 
analysis. LIMDEP was employed during the regression analysis as it provided the 
version of the Huber-White procedure needed to control for heteroskedasticity. The 
analysis seeks to explain the impact that the independent variables have on whether 
a household files for bankruptcy. 
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CHAPTER 4. RESULTS AND DISCUSSION 
The results of the study are presented and discussed in this chapter. Results 
for understanding bivariate relationships are presented from crosstabulations and 
correlations. Results from binomial log it regressions are presented to reject or fail to 
reject each null hypothesis. 
Results 
Crosstabulations 
Crosstabulations were calculated for all of the financial problem indicators 
and bankruptcy to examine the relationship between each indicator and bankruptcy 
(see Tables 4.1—4.6). These analyses were used to determine if nonbankrupts and 
bankrupts gave the same responses when asked if they had ever experienced 
inability to repay their bills, took out consolidation loans, received debt collection 
calls, had their wages garnished, had liens filed against their personal property, or 
had their personal property repossessed. 
Table 4.1. Crosstabulation of Bankruptcy and Inability to Pay Bills 
Ever Unable to pay bills 
1991-1996? 
Total NO YES 
Was bankruptcy NO Count 28932 2420 31352 
filed since 1991? % within Ever 
unable to pay bills 99.7% 97.9% 99.6% 
YES Count 73 51 124 
% within Ever 
unable to pay bills .3% 2.1% .4% 
Total Count 29005 2471 31476 
% within Ever 
unable to pay bills 100.0% 100.0% 100.0% 
Note. Chi-square test was significant (p < .001). 
93 
Table 4.2. Crosstabulation of Bankruptcy and Consolidation Loans 
Ever take out 
consolidation loan 
1991-1996? 
NO YES Total 
Was bankruptcy 
filed since 1991? 
NO Count 
% within Ever 
take out 
consolidation 
loan? 
30796 
99.6% 
556 
99.3% 
31352 
99.6% 
YES Count 
% within Ever 
take out 
consolidation 
loan? 
120 
.4% 
4 
.7% 
124 
.4% 
Total Count 
% within Ever 
take out 
consolidation 
loan? 
30916 
100.0% 
560 
100.0% 
31476 
100.0% 
Note. Chi-square test was not significant. 
Table 4.3. Crosstabulation of Bankruptcy and Collection Calls 
Were collection calls 
received 1991-1996? 
NO YES Total 
Was bankruptcy 
filed since 1991 
NO Count 
% within Were 
collection calls 
received? 
30124 
99.7% 
1228 
97.5% 
31352 
996% 
YES Count 93 31 124 
% within Were 
collection calls 
received? .3% 2.5% .4% 
Total Count 30217 1259 31476 
% within Were 
collection calls 
received? 
100.0% 100.0% 100.0% 
Note. Chi-square test was significant (p < .001). 
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Table 4.4. Crossstabulation of Bankruptcy and Garnishment 
Were wages 
garnished 1991-
1996? 
NO YES Total 
Was bankruptcy NO 
filed since 1991? 
Count 
% within Were 
31342 10 31352 
wages 
garnished? 99.6% 90.9% 99.6% 
YES Count 
% within Were 
123 1 124 
wages 
garnished? .4% 9.1% .4% 
Total Count 31465 11 31476 
% within Were 
wages 
garnished? 
100.0% 100.0% 100.0% 
Note. Chi-square test was significant (p < .05 ). 
Table 4.5. Crosstabulation of Bankruptcy and Liens 
Was lien filed 1991-
1996? 
Total NO YES 
Was bankruptcy NO Count 31315 37 31352 
filed since % within Was 
1991? lien filed? 99.6% 90.2% 99.6% 
YES Count 120 4 124 
% within Was 
lien filed? .4% 9.8% .4% 
Total Count 31435 41 31476 
% within Was 
lien filed? 100.0% 100.0% 100.0% 
Note. Chi-square test was significant (p < .001). 
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Table 4.6. Crosstabulation of Bankruptcy and Re possession 
Property ever 
repossessed 1991-
1996? 
NO YES Total 
Was bankruptcy NO 
filed since 1991? 
Count 
% within 
Property 
repossessed? 
31332 
99.6% 
20 
83.3% 
31352 
99.6% 
YES Count 
% within 
Property 
repossessed? 
120 
.4% 
4 
16.7% 
124 
.4% 
Total Count 
% within 
Property 
repossessed? 
31452 
100.0% 
24 
100.0% 
31476 
100.0% 
Note. Chi-square test was significant (p < .001). 
Indicated by the six crosstabs, the chi-square test was significant (p < .001) 
for four of the financial problem variables. The crosstabulation for garnishments was 
significant for a one-tailed hypothesis test (p <05). The crosstabulation for 
consolidation loans and bankruptcy was not significant. These results indicate that 
those who had ever experienced inability to repay their bills, received debt collection 
calls, had their wages garnished, had liens filed against their personal property, or 
had their personal property repossessed were more likely to declare bankruptcy than 
those who did not have these financial problems. However, it should be noted that 
these money problems are rare occurrences. 
Correlations 
Pearson correlation coefficients were estimated for all pairs of variables (see 
Appendix B). Correlation coefficients measure the strength and establish the 
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direction of the linear association among variables. Of all the bivariate relationships, 
two correlations appear to be stronger than the others. This is an effect size issue.]. 
Marital status of household head is strongly, positively, and significantly related to 
gender of household head. This indicates that male household heads in this sample 
are more likely than female household heads to be married. Not surprisingly, home 
ownership is strongly, positively, and significantly related to having a mortgage. 
Additional pairs of variables were significantly related to one another either in a 
positive or a negative direction, but their relationships were not as strong as for the 
abovementioned variables. 
Binomial Logit Regression Analysis 
Results of regression analyses of the independent variables' effect on the 
dependent variables (bankruptcy) are reported in Tables 4.7 and 4.9. Columns 2 
and 3 report the unstandardized coefficients (B) and the standard error. The 
standardized regression coefficient (p) in column 4 is used for interpretation. The 
value of B is used in multiple linear regression (mlr) analysis to gives the amount by 
which the dependent variable (DV) changes when one independent variable (IV) is 
changed by one unit with all the other independent variables held constant. 
Initial regression analyses were conducted on the dependent variable and 
independent variables including the independent variable for farm owner. See Table 
4.7. However, results for farm owner produced a Standardized beta of -110.439. 
Concerns were expressed that the inclusion of farm owner was distorting the results 
of the model. 
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Table 4.7. Regression Analysis for the Model (Including Farm Owner) 
Unstandardized Coefficients Standardized 
Coefficients 
VARIABLE B Std. Error |3 p 
Family Size 0.0402768 .09937 0.405 .3427 
Taxable Income -0.0000191 .62534 -3.061 .0011** 
Transfer Income -0.0000023 .20882-04 -0.111 .4558 
Head Age -0.0293498 .01067 -2.750 .003** 
Male -0.1314320 .31326 -0.420 .3374 
Married 0.4486356 .46616 0.962 .1679 
Homeowner -0.9727832 .60866 -1.598 .0550 
Mortgage 0.9837921 .53988 1.822 .0342* 
Weeks Employed -0.0132313 .01212 -1.091 .1376 
Business Owner -0.4792680 .42437 -1.129 .1294 
Health -0.5486238 .40877 -1.342 .0647 
White -1.1260295 .35184 -3.200 .0007*** 
Black -1.3142458 .57898 -2.270 .0114* 
High School 0.5604128 .35329 1.586 .0563 
Some College 0.5743993 .38199 1.504 .0664 
Farm Owner -27.567705 .24961 -110.4 .0005*** 
Financial Problems 1.0545865 .09957 10.59 .0005*** 
CONSTANT -2.4347112 1.0109 -2.408 .0080** 
***p = <001 ; **p = <01; *p = <05 
Overall Model Significance (Including Farm Owner) 
As shown in Table 4.8, the model was statistically significant (F = 175.25, p < 
.001). The psudo R2 value of .127 indicates that 12.7% of the variance in the 
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dependent variable is explained by the independent variables. This study 
acknowledges that this model does not explain a great deal of the variance in the 
dependent variable. 
Table 4.8. Overall Significance of the Dependent Variable Using binomial Log it 
Regression Analysis. (Including Farm ) n = 31,476) 
Adjusted If 1127 
F 175.25 
df 17 
Significance .001*** 
***p = <.001 ; ** p = < .01 ; *p = < .05 
Due to concerns that the variable for farm owner was distorting the regression 
results, the regression analysis was conducted a second time, this time excluding 
the variable "farm owner" from the regression. See Table 4.9. 
Table 4.9. Regression Analysis for the Model (Excluding Farm Owner) 
Unstandardized Coefficients Standardized 
Coefficients 
VARIABLE B Std. Error 0 P 
Family Size 0.0395869 .09960 0.397 .3455 
Taxable Income -0.0186193 .00586 -3.174 .0075** 
Transfer Income -0.0017760 .01842 -0.096 .4616 
Head Age -0.0293055 .01065 -2.751 .0030** 
Male -0.1426749 .31397 -0.454 .3248 
Married 0.4421499 .46540 0.950 .1710 
Homeowner -0.9840432 .60662 -1.622 .0524 
Mortgage 0.9848120 .53736 1.833 .0335* 
Weeks Employed -0.0135577 .01207 -1.123 .1308 
Business Owner -0.4824062 .42257 -1.142 .1268 
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Table 4.9. (continued). 
Health -0.5607365 .40886 -1.371 .0686 
White -1.1382261 .35169 -3.236 .0006*** 
Black -1.3190715 .57941 -2.277 .0114* 
High School 0.5568221 .35334 1.576 .0575 
Some College 0.5714134 .38003 1.504 .0663 
Financial Problems 1.0581465 .09970 10.61 .0005** 
CONSTANT -2.4038627 1.0113 -2.377 .0087** 
***p = <.001 ; **p = <.01 ; *p = <.05 
Overall Model Significance (Excluding Farm Owner) 
As the results indicate, there exists little difference between the two models: 
Model (1) including "farm owner" and Model (2) excluding "farm owner." See Table 
4.10. Therefore, it was decided to retain "farm owner" in the final analyses. 
Table 4.10. Overall Significance of the Dependent Variable Using binomial Logit 
Regression Analysis. (Excluding Farm Owner) (n = 31,476) 
Adjusted R2 .126 
F 173.43 
df 16 
Significance .001*** 
***p = <.001 ; ** p = < .01 ; *p = < .0 
It was found that seven variables in the regression analysis were significant 
predictors of bankruptcy after controlling for other variables in the model. Based on 
the standardized coefficients, "farm owner" was the most influential variable in the 
model (/3 = -110.439, p < .001). Results indicate that households engaged in 
farming were significantly less likely to file for bankruptcy than households that were 
not engaged in farming. In this particular sample, 320 households indicated that 
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they were farm owners; however, none of these households indicated that they had 
filed for bankruptcy during the years 1991-1996. 
The financial problems index was the second most influential variable in the 
model. Financial problems was a significant predictor of whether or not a household 
files for bankruptcy. Households experiencing one or more financial problems, such 
as being late on payments, receiving debt collection calls, having liens filed, taking 
out consolidation loans, or having their wages garnished, were significantly more 
likely to file for bankruptcy protection (13 = 10.59, p < .001) than households not 
experiencing financial problems. 
The third most influential variable was White Household Head. Households 
with a Caucasian head were less likely to file for bankruptcy (/3 = -3.20, p < .01) 
when compared with "Other" households, which include households self-identified as 
Latino, Asian, Pacific Islander, American Indian, or other (not black or white). 
"Other" does not include Black households. 
The fourth most influential variable was taxable income (jS = -3.061, p < .01). 
Households with higher incomes were less likely than households with lower 
incomes to file for bankruptcy. 
Age of head, black householders, and households with mortgages also were 
significantly related to bankruptcy. Households with older heads were less likely 
than households with younger heads to file for bankruptcy ((5 = -2.750, p < .01). 
Households with a Black household head were less likely to file for bankruptcy (/3 = -
2.27, p < .01) compared with "Other" households. Having a home mortgage was the 
final significant predictor of whether the household files for bankruptcy ((3 = 1.822, p 
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< .05). In this study, households that are paying on a mortgage are more likely than 
households that are not paying off a mortgage to file for bankruptcy. 
The signs of the coefficients for several variables were as expected, but 
insignificant. Household size, though in the expected positive direction, was not 
statistically significant in this study, but there is a tendency for larger households to 
be more likely to file for bankruptcy. Transfer income was not statistically significant 
in this model, but the result was in the expected negative direction with a tendency 
for households with lower transfer income benefits to be less likely to declare 
bankruptcy. Another variable that was not statistically significant was gender, but 
the tendency in this sample is that households with a male head are less likely to file 
for bankruptcy. Fisher and Lyons (2002) found similar results, in that women were 
more likely to have repayment problems, including bankruptcy. Marital status was 
not significant; however, married households were somewhat more likely than single 
households to file for bankruptcy. Annual number of weeks in the labor force was 
negatively, though not significantly, related to whether or not a household files for 
bankruptcy; the tendency is that household heads who work more weeks during the 
year are less likely to file for bankruptcy. It can be argued that being a homeowner 
is also predictive of whether or not a consumer files for bankruptcy. Homeownership 
is negatively, though insignificantly, correlated with bankruptcy (j6 = -1.622, p < 
.1048), indicating that homeowners are somewhat less likely to file for bankruptcy 
than are those who do not own their own homes. Health was negatively, though not 
significantly, related to bankruptcy; households indicating the health of the head was 
good were somewhat less likely to file for bankruptcy compared to households 
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where the head was in poor health. While this study did not sort bankrupts by 
Chapter—Chapter 11 being the business bankruptcy—household heads who are 
business owners were somewhat less likely to file for bankruptcy compared to 
household heads who are not business owners. Education was positively, but not 
significantly, related to bankruptcy. Both households where the head had a high 
school diploma and households where the head had some college tend to be more 
likely to file for bankruptcy than households where the head has less than a high 
school education. 
To summarize the output, seven predictors in this mode are significant 
predictors of the outcome variable, bankruptcy: farm owner, financial problems, 
income, age, white, black, and having a mortgage. Household size, gender, 
education, marital status, health, employment, home ownership, and business 
ownership were not statistically significant in predicting bankruptcy. 
Discussion 
In this section, the results of the analysis are discussed in relation to the 
previous literature. Results are also discussed in relation to the hypotheses. 
Chapter 12 filings per farm in the 1990s exceeded filing rates in earlier 
decades with comparable economic conditions. Stam et al. (2003) conclude that the 
provisions of Chapter 12 made bankruptcy filing more advantageous for farmers and 
that over time more and more farmers have utilized this financial tool. However, in 
this study the opposite was found. The hypothesis that households where the head 
engages in farming as a source of income will be less likely to file for bankruptcy 
was supported in this study by a significant negative relationship between farm 
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ownership and bankruptcy. Of the 320 households engaged in farming in this study, 
none filed for bankruptcy during the years 1991-1996. 
In the traditional model of bankruptcy, the decision to file for bankruptcy is 
seen as a largely involuntary act, as a "last resort" for consumers who have chosen 
to try every other debt repayment option such as renegotiating payments with 
creditors, taking out consolidation loans, or relinquishing secured property in an 
attempt to deal with insurmountable financial problems (Sullivan et al., 2000). 
In an "abusive" model of bankruptcy, consumers seek bankruptcy as the first 
choice without experiencing financial problems prior to filing for bankruptcy (Frank, 
1996; Nimmer, 1987; Zywicki, 2005a). A strict interpretation of this model of 
bankruptcy abuse implies that financial problems should not be related to the 
probability of filing for bankruptcy. Results of the regression analysis indicate that a 
significant relationship exists between the financial problems index and bankruptcy. 
In this study, households experiencing demands upon their resources in the form of 
financial problems (liens, collection calls, late payments, garnishments, 
repossessions) are more likely than households who are not experiencing financial 
problems to file for bankruptcy. 
These results are inconsistent with allegations by President Bush (2005), 
Frank (1996), Nimmer (1987), and Zywicki (2005a) that American consumers are 
abusing the bankruptcy system by seeking bankruptcy protection as their first choice 
to financial distress. As financial problems increase, so does the probability that the 
household will file for bankruptcy. It would appear that a significant number of 
households in this sample are not abusing the bankruptcy system by filing for 
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bankruptcy as a first response to financial difficulties. Instead, it would appear that 
they are falling behind on their bills, receiving debt collection calls, and relinquishing 
property prior to filing for bankruptcy. 
As noted previously, past due bills create tremendous pressure on the 
household's occupants and its resources; therefore, as expected, results from 
crosstabulations indicate that a greater percentage of bankrupt households have 
been unable to allocate the necessary resources to pay their bills compared to 
nonbankrupt households. These results are consistent with research by Sullivan 
and Worden (1992), who state that consumer credit debt repayment behavior 
provides early warning signals of a pending bankruptcy, and Sullivan and Fisher 
(1990), who found that there is a rather strong correlation between late or missed 
payments and charged-off or bankrupt accounts. However, it should be noted that 
45 households in this sample filed for bankruptcy without experiencing financial 
problems in the year prior to filing for bankruptcy. 
A greater percentage of bankrupt households are under pressure from 
creditors; 25% have received debt collection calls, compared to 3.9% of nonbankrupt 
households. This result is consistent with results from a study by Himmelstein et al. 
(2005), who discovered that a number of bankrupt consumers in their sample were 
seeking bankruptcy as a means of stopping debt collection calls. 
If a creditor sues a debtor and receives a judgment, the creditor may put a 
lien on the debtor's personal property. If the debtor files for bankruptcy, the debtor 
will be able to prevent most creditors from pursuing collection actions against them, 
including filing a judgment lien on the debtor's property. The fact that a small but 
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significant percentage of bankrupt households have experienced claims on their 
resources in the form of liens filed against their personal property (2.4%) compared 
to nonbankrupt households (0.1%) suggests that consumers are not trying to 
prevent creditors from recovering what they are due. 
Debt consolidation loans are essentially a type of refinancing; several old 
loans are replaced with a new one that has more favorable terms. However, the 
financial demand on the household created by the loan persists. In this study, of 
those households that indicated that they had filed for bankruptcy, a greater 
percentage of bankrupts had taken out consolidation loans (0.7%) than had not 
taken out consolidation loans (.04%). 
The Bankruptcy Model did support two of the three additional research 
hypotheses. The second hypothesis—that households with greater annual income 
will be less likely to file for bankruptcy—was supported. If American households are 
as calculating as those alleging bankruptcy abuse suggest that they are, then 
income should have had no impact on whether a household files for bankruptcy 
protection. However, results indicate that households with fewer financial resources 
in the form of taxable income are more likely to file for bankruptcy protection. These 
results support conclusions drawn by Fay et al. (2002), who concluded that 
increases in labor income decreased the probability of bankruptcy. Unlike Fisher 
(2005), this study did not find that transfer income decreased the probability of 
bankruptcy. 
According to Warren (2003a), many households entered into bankruptcy after 
a business failure. However, Warren's finding was not supported in this study. 
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Although the hypothesis that households where the head is a business owner will be 
less likely to file for bankruptcy was not significantly supported. There was a 
negative relationship between business ownership and bankruptcy. 
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CHAPTER 5. SUMMARY 
A summary of the current study is presented in this chapter. The major 
findings from the study and the hypotheses are presented first, with the results 
presented within the framework of systems theory. The strengths of the analysis as 
well as the study's limitations are presented next, followed by implications for family 
and public policy. Suggestions for future research conclude the chapter. 
Proponents of bankruptcy reform alleged that bankrupt consumers were 
choosing to file for bankruptcy protection instead of trying to repay their debts. The 
purpose of this study was to investigate whether these allegations of bankruptcy 
abuse were well-founded. This purpose is achieved through analyses of data from 
approximately 31,476 household year observations drawn from the PSID survey for 
1991-1996. Of interest is whether households experienced financial problems prior 
to filing for bankruptcy or choose bankruptcy as their first response to financial 
distress. 
The unit of analysis was the PSID household head, although information from 
the household head and his or her significant other was used to create income 
variables. Whether the household filed for bankruptcy was the dependent variable. 
Hypotheses and Findings 
Based on Deacon and Firebaugh's model of financial management and 
previous literature, four research hypotheses were examined using binomial logistic 
regression. The first hypotheses—that households with financial problems are more 
likely to file for bankruptcy than households without financial problems—was 
supported. 
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This result contradicts allegations that households are abusing the 
bankruptcy system by filing for bankruptcy without making sufficient effort to repay 
their creditors. If households were abusing the right to file for bankruptcy, then 
financial problems should not have been significantly and positively related to the 
probability of filing for bankruptcy. A significant positive result implies that 
households are dealing with financial problems through various means before filing 
for bankruptcy. A positive result indicates that households are attempting to 
maintain contact with their creditors through telephone calls, taking out consolidation 
loans, allowing their wages to be garnished, and choosing to relinquish their 
encumbered property by allowing creditors to repossess the property in an attempt 
to decrease the household's debt. 
A second hypothesis—that households with greater annual incomes would be 
less likely to file for bankruptcy—also was supported in this study. The third and 
fourth hypotheses consider households that earn taxable income through business 
proprietorship or from farming. It was hypothesized that being a farm owner or a the 
owner of a business would be negatively related to filing for bankruptcy, with 
household heads who own their own businesses or engage in farming less likely to 
file for bankruptcy than households that do neither. Only one of these hypotheses 
was supported in this study. The negative relationship for farmers was significant 
and supports the third hypothesis. The business relationship was negative but not 
significant, and therefore does not support the fourth hypothesis. 
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Theoretical Perspective 
Systems Theory 
Based on research by Muske and Winter (1999), this study began with the 
assumption that households in the PSID data value economic viability, which means 
they value staying current on their bills and not "going in the hole" financially. 
According to Deacon and Firebaugh (1988), we also can assume the PSID 
households planned to use specific resources to meet household demands. The 
PSID households, it is believed, took financial action based on these specific 
financial plans. 
Specifically, this study looked at decisions the households made about 
managing their financial resources and maintaining economic viability, such as 
whether they chose to make late payments, take out loans, relinquish income or 
property, or talk with their creditors. This study examined how those decisions 
created demands on the household and how these demands affected whether the 
household filed for bankruptcy. The input variables suggested by previous research 
and by Deacon and Firebaugh's Family Financial Management Model (1988) were 
important predictors of whether or not a household files for bankruptcy protection. 
The households in this study received input in the form of resources, 
including: the age, gender, education, marital status, health, employment, and race 
of the household head; as well as homeownership, farm ownership, business 
ownership, household size, taxable income, and transfer income. Demands placed 
on the households in this study included having mortgage debt to pay and financial 
problems. 
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The demands placed upon the household in the form of financial problems 
were garnishments, repossessions, liens, consolidation loans, debt collection calls, 
and an inability to make payments. 
Although this study did not look at each individual financial problem as its own 
predictor of bankruptcy, we know from participants responses that prior to filing for 
bankruptcy many of these households were unable to pay their bills. We can 
assume that these past due debts created demands upon the household system. In 
response to these demands, and prior to filing for bankruptcy, some households in 
this sample chose to take out consolidation loans to repay their debt. In response to 
these demands, some households relinquished their secured property to eliminate 
debt. In response to these demands, households spoke with collection 
representatives about their debt and had their wages garnished to repay their debt. 
Results indicate that for many bankrupt households the decision to file for 
bankruptcy protection was not their first choice response to financial distress, as 
claimed by those alleging bankruptcy abuse; instead, filing for bankruptcy for several 
households was their last choice. 
Though not addressed in this study, additional research could investigate 
what demands and resources preceded the abovementioned financial problems. 
What specific demands led to the households being unable to make their payments 
or be the subject of debt collection practices? 
Conclusions 
While statements alleging widespread consumer bankruptcy abuse were 
used by the credit industry and politicians to influence Congress to pass legislation 
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amending the Title 11 of the Code of the United States, results from the current 
study suggest that for this sample of American consumers, allegations of bankruptcy 
abuse were not well-founded. If "abuse" is defined as households not experiencing 
financial problems prior to filing for bankruptcy protection, then this sample of 
American households is not guilty of abuse because many did experience significant 
financial problems prior to filing for bankruptcy protection. 
"Abusive bankrupts" is a term that has been used frequently in the literature 
and in the legislature to vilify American consumers. Consumers are pitted against 
one another in an "us" (deserving, nonabusive bankrupts) versus "them" 
(undeserving, abusive bankrupts) legal struggle. Unfortunately, when laws are 
passed they impact everyone. The current legislation considers consumers guilty of 
abuse unless they can prove that they are innocent and deserve the protection of 
the bankruptcy court. This new law, designed to steer debtors who could repay their 
debts into debt management plans, simply imposes new costs and burdens on all 
financially distressed individuals. 
However, it should be noted that 45 out of the 124 bankrupts in this sample 
did file for bankruptcy without having mentioned experiencing any of the 
abovementioned financial problems in the year prior to filing for bankruptcy. These 
45 households may have been affected by financial problems that were not 
addressed in this particular section of the PSID survey. In the 1996 PSID survey 
additional questions were asked of household heads who indicated they had filed for 
bankruptcy. In particular, bankrupts were asked to indicate their reason for filing for 
bankruptcy. Responses include: loss of job/business failure, 
112 
divorce/separation/death of spouse, illness/injury/inability to work, medical/health 
care bills, debts too high/credit card misuse, and lawsuit/creditor harassment. It is 
plausible that any one or any combination of these reasons could have been the 
impetus for those 45 households to file for bankruptcy, but this study did not include 
that set of survey questions because they were not available from 1991 to 1996. It 
is also possible that this particular subset of bankrupts chose to underreport their 
financial problems. Another option may be that by using the previous year's data to 
estimate a household's probability of filing for bankruptcy in the following year may 
not have captured financial problems experienced during the year of the bankruptcy, 
especially if the bankruptcy took place late in the year. Or, it could be that this 
subset of bankrupts truly are the abusers to which President Bush (2005), Frank 
(1996), and Nimmer (1987) were referring. Further investigation into these particular 
households is warranted. 
In conclusion, the nuances of interpreting the concept of bankruptcy abuse 
are complex and multidimensional. Learning more about consumers who seek 
financial relief through bankruptcy law is equally important to the credit community, 
consumers, and professionals who serve both. Continuing to conduct research 
offers avenues to protect all parties. 
Strengths of the Analysis 
Researchers have been studying bankruptcy for decades, mostly using 
single-period models that arbitrarily select when to observe each household's 
characteristics. This selection process ignores data on households that eventually 
may file for bankruptcy. By ignoring the fact that households change over time 
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single-period models produce probabilities that are biased and inconsistent 
estimates of the probability that a household may file for bankruptcy. One strength 
of this study is that it uses a cross-sectional, time-series model to study consumer 
bankruptcy. By using a cross-sectional, time-series model, this study uses all of the 
available data to determine each household's bankruptcy risk at each point in time. 
This study spans six years of financial data on 5,260 households. Each of these 
households has the potential to file for bankruptcy in any one of these years. In a 
cross-sectional, time-series model each household year is included as a separate 
observation. Rather than 5,260 points of observation, the cross-sectional, time-
series model provides this study with 31,476 points of observation (household 
years). 
Another strength of this study is the longitudinal aspect of the data. Data for 
this study were drawn from the PSID during the each year from 1991-1996. 
Therefore, household demographic and financial information was available for each 
household year prior to when a bankruptcy would be filed. This information was 
used to determine if the household had experienced money problems in the year 
prior to when bankruptcy was filed. The model incorporates the fact that the PSID is 
a longitudinal data set. The model allows for accommodation of change of PSID 
households' financial and demographic data yearly and how this impacted the 
probability that the household file for bankruptcy. 
Another strength of this study is the fact that the PSID dataset is a nationally 
representative sample of U.S. individuals (men, women, and children) and the family 
units in which they reside. The sample size for this study was 5,260 households 
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which yielded 31,476 household years. This dataset records information on financial 
problems and bankruptcy, and contains a rich set of measures of demographic 
variables and financial variables. 
A final strength of this study is that it is the first to use the PSID to examine 
this particular type of bankruptcy abuse. Repeat filers and those filers who could 
have repaid their debts have been studied by a number of researchers (Sullivan et 
al., 1997, 2000; White, 1998, VISA/USA, 1997). However, this study was the first to 
use the PSID's money problems questions in a cross-sectional, time-series format to 
investigate whether households are abusing the right to file for bankruptcy. 
Limitations of the Study 
Because the PSID sample contains only 124 observations of bankruptcy over 
the six years of the survey used in this study, inferences on such a small sample of 
households can be difficult. Fay et al., (2002) estimate that PSID households 
underreport incidences of bankruptcy by about 50% relative to aggregate statistics. 
A related limitation is that because PSID financial and demographic 
information is self-reported we can only assume that respondents are truthful and 
forthcoming in their answers. However, much like Fay et al. (2002), who estimate 
that PSID households underreport the true incidence of bankruptcy, it might be safe 
to conclude that households underreport incidences of financial problems as well. 
While financial problems was a significant predictor of bankruptcy in this sample, the 
fact that households may not accurately report the true extent of their money 
problems means that this study may not be presenting the whole picture of what is 
happening in households prior to filing for bankruptcy. 
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A third limitation of the study considers the timing of the PSID interview. 
Since the 1996 survey takes place during 1996 rather than at the end of the year, 
some households may have filed for bankruptcy later in 1996, after the survey had 
been completed; therefore, their bankruptcy information was not included in this 
study. Considering that 1996 was the first year that over 1.1 million households filed 
for bankruptcy, it is entirely possible that additional PSID households filed for 
bankruptcy after the survey data had been collected. Results indicate that by the 
time the data were collected only 5 PSID households had filed for bankruptcy in 
1996, while in each of the other years (1991-1995) at least 20 PSID households had 
filed for bankruptcy. 
A final limitation of the study included setting the period for which factors 
could impact the bankruptcy decision as the prior calendar year. This limitation may 
help explain why 45 households indicated that they had filed for bankruptcy, but did 
not indicate that they had experience financial problems. If the financial problems 
occurred in the same year as the bankruptcy filing, this method of calculation would 
not have been able to detect this effect. Using the previous year's data to estimate a 
household's probability of filing for bankruptcy may not have captured all of the 
financial problems experienced by the household. 
Implications for Family and Public Policy 
The results of this study indicate that a significant number of households 
indeed are struggling financially before they make the decision to file for bankruptcy. 
It appears that a significant number of households put off filing for bankruptcy 
protection until they had sought other possibilities. Although the new bankruptcy 
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legislation requires consumers to seek credit counseling and take a financial 
planning class prior to the discharge of their bankruptcy case, this intervention may 
come too late because the bankruptcy already has been filed. By the time the 
household is mandated to seek counseling, its financial troubles already may have 
reached a point where the household has sought bankruptcy court protection from 
creditors. This suggests that policies aimed at helping consumers when they are 
just beginning to experience money problems may decrease the number of 
bankruptcy filings. 
Because creditors have the ability to monitor consumer behavior closely, they 
could and should be the first to notify and assist consumers when consumer 
behavior indicates that a problem may be beginning. For example, certain credit 
card accounts are flagged for "fraud" protection; with this type of account the 
consumer is contacted immediately when "suspicious" activity is observed on the 
credit card—for example, snow skis being purchased on-line by a consumer who 
lives in St. Thomas. The same type of monitoring should be applied to all credit card 
accounts. Late payments are indicative of pending financial problems (Godwin, 
1999; Lown & Llewwllyn, 2004); therefore, when a late payment is received by the 
creditor contact should be made to the consumer to determine the cause. Instead, a 
late fee is charged and the account is allowed to continue. A second late payment 
typically results in an additional late payment fee and a significant spike in the 
account interest rate. However, again, typically no contact is made to the affected 
consumer. A single telephone call could be made to assess the situation and 
determine what solutions could be implemented. Although issues of privacy are 
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paramount, interventions that may help reduce financial problems and bankruptcy 
should not be discounted. 
Implications for Future Research 
There are several logical extensions to this study. An in-depth study of the 
households in this sample that did file for bankruptcy protection—but did not report 
experiencing financial problems in the year when filing for bankruptcy—should be 
undertaken (n = 45). This study looked at both bankrupt and nonbankrupt 
consumers. Selecting only those consumers who did not experience financial 
problems but who filed for bankruptcy anyway could illuminate differences in this 
subsample of bankrupts. 
An additional study could be conducted on Chapter 7 bankrupts and Chapter 
13 bankrupts. As noted previously, it often takes more than one bankruptcy filing for 
Chapter 13 bankrupts to be discharged though the court system. 
In 2005, the PSID again asks its respondents if they have ever filed for 
bankruptcy protection. This additional information increases research opportunities 
in the area of bankruptcy and bankruptcy abuse. Additional studies could be 
conducted on households that were experiencing financial problems in 1991-1996 
and determine if they sought bankruptcy protection prior to or during 2005. 
Finally, because the new bankruptcy legislation became law in 2005, the field 
is ripe for "before and after" bankruptcy studies. The legislation was built on the 
rallying cry that overwhelming numbers of consumers were abusing the bankruptcy 
system by filing for unnecessary bankruptcies. Results from this study indicate that 
charges of bankruptcy abuse perhaps were exaggerated. An analysis by the 
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National Association of Consumer Bankruptcy Attorneys in February 2006 found that 
almost none of those seeking bankruptcy protection were able to repay their debts, 
and the vast majority of Americans seeking bankruptcy protection are victims of 
unfortunate circumstances, not abusers seeking to walk away from their debts 
(National Association of Consumer Bankruptcy Attorneys, 2006). 
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APPENDIX A: SURVEY INSTRUMENTS 
APPENDIX A1. Panel Study of Income Dynamics 1996 Survey Questionnaire 
G115. "Next, I have some questions about managing money. Sometimes people 
run short of cash. Since January 1991, have you (or your [wife/husband])..." 
a. found yourself unable to pay your bills when they were due? 1. YES 5.NO 
b. obtained a loan to consolidate or pay off your debts? 1. YES 5.NO 
c. had a creditor call or come to see you to demand payment? 1. YES 5.NO 
d. had your wages attached or garnished by a creditor? 1. YES 5.NO 
e. had a lien filed against your property because you could not 
pay a bill? 
1. YES 5.NO 
f. had your home, car or other personal property repossessed? 1. YES 5. NO 
G115g. INTERVIEWER CHECKPOINT 
See G115a ABOVE—WHETHER UNABLE TO PAY BILLS WHEN DUE 
G115a IS MARKED "YES" ALL OTHERS (GO TO G116a) 
G116. In which years, 1991-1996, were you unable to pay your bills when they were 
due? (CHECK ALL THAT APPLY) 
1. 1991 2. 1992 3. 1993 4. 1994 5. 1995 6. 1996 
G116a. INTERVIEWER CHECKPOINT 
See G115b ABOVE—WHETHER OBTAINED DEBT CONSOLIDATE LOAN 
G115b IS MARKED "YES" ALL OTHERS (GO TOG119b) 
G118. Thinking of the [next] most recent loan, which year was that? 
1. 1991 2. 1992 3. 1993 4. 1994 5. 1995 6. 1996 
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APPENDIX A1. Panel Study of Income Dynamics 1996 Survey Questionnaire 
continued. 
G119b. INTERVIEWER CHECKPOINT 
See G115c ABOVE—WHETHER HAD CREDITORS DEMAND PAYMENT 
G115c IS MARKED "YES" ALL OTHERS (GO TO G120a) 
G120. In which years, 1991-1996, did a creditor call or come to see you to demand 
1. 1991 2. 1992 3. 1993 4. 1994 5. 1995 6. 1996 
G 120a INTERVIEWER CHECKPOINT 
See G115d ABOVE—WHETHER WAGES ATTACHED 
G115d IS MARKED "YES" ALL OTHERS (GOTO G125b) 
G122. Thinking of the [next] most recent time this happened, what year did that 
attachment begin? [IF NECESSARY: 1991-1996?] 
1. 1991 2. 1992 3. 1993 4. 1994 5. 1995 6. 1996 
G125b. INTERVIEWER CHECKPOINT 
See G115e ABOVE—WHETHER LIEN FILED AGAINST PROPERTY 
G115e IS MARKED "YES" ALL OTHERS (GO TO G 128b) 
G127. Thinking of the [next] most recent time this happened, what year was that? 
[IF NECESSARY: 1991-1996?] 
1.1991 2.1992 3.1993 4. 1994 5. 1995 6. 1996 
G128b. INTERVIEWER CHECKPOINT 
See G115f ABOVE—WHETHER PROPERTY REPOSSESSED 
G115f IS MARKED "YES" ALL OTHERS (GO TO G133) 
G127. Thinking of the [next] most recent repossession, what year was that? [IF 
NECESSARY: 1991-1996?] 
1. 1991 2. 1992 3. 1993 4. 1994 5. 1995 6. 1996 
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APPENDIX B: PEARSON PRODUCT-MOMENT CORRELATION COEFFICIENTS 
Variable 
1. Bankruptcy 
2. Family Size 
3. Household Taxable Income 
4. Household Transfer Income 
5. Age of Household Head 
6. Sex of Household Head 
7. Marital Status of Household 
Head 
8. Home Ownership 
9. Mortgage 
10. Annual Weeks Employed 
11. Farm Owner 
12. Business Owner 
13. Health Status of Head 
14. Race of Head 
1. 
1.00 
.009 
-.014* 
-.001 
-.001 
.004 
-.004 
-.014" 
.006 
.002 
.007 
15. High School Graduate 
(Head) 
16. More than High School (Head) .005 
4. 
1.00 
.190** 
-.062** 
1.00 
,069" 
,033** -.287** -.145* 
.273* 
.487* 
.293* 
.341' 
.250** .340** -.033* 
,005 .077** -.008 
.027** -.040* 
.005 -.076 ,262* 
.006 
.006 
.077* 
.029** -.185** -.060* 
.012* .088** 
.048** 
17. Financial Problems .088* .074* 
.260** 
.322** 
-.057** 
5. 
1.00 
.250** 1.00 
-.002. -.183* 
.034** -.04T 
-.019** .153** .253** .086** .237* 
,108* 
.107* 
.016* 
.029* 
.132** -.027** -.201' 
.052* 
-.013** -.260** 
.010 -.155** 
-0.38* ,110* 
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Appendix B. (continued) 
Variable 7. 8. 9. 10. 
1. Bankruptcy 
2. Family Size 
3. Household Taxable Income 
4. Household Transfer Income 
5. Age of Household Head 
6. Sex of Household Head 
7. Marital Status of Household 
Head 
8. Home Ownership 
9. Mortgage 
10. Annual Weeks Employed 
11. Farm Owner 
12. Business Owner 
13. Health Status of Head 
14. Race of Head 
1.00 
.684** 1.00 
.247* 
.258" 
.002 
.081' 
.159* 15. High School Graduate 
(Head) 
16. More than High School (Head) .132* 
.412* 
.360" 
.052" 
1.00 
.653** 1.00 
.100* .061' 
-.172** -.174** -.154" 
.080* .034* 
-.220** -.244** -.241' 
.152" 
.122* 
.117* 
.110* 
.087* 
-.173" 
.210* 
.229* 
1.00 
-.054** -.064** -.047** -.009 -.016" 
,157** -.028* 
-.031* 
-.048" 
.018* 
.036* 
17. Financial Problems -.043** -.040** -.073** -.013* -.043* 
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Appendix B. (continued). 
Variable TT 12 V3. Ï4. Ï5Ï 
1. Bankruptcy 
2. Family Size 
3. Household Taxable Income 
4. Household Transfer Income 
5. Age of Household Head 
6. Sex of Household Head 
7. Marital Status of Household Head 
8. Home Ownership 
9. Mortgage 
10. Annual Weeks Employed 
11. Farm Owner 1.00 
12. Business Owner .068** 1.00 
13. Health Status of Head -.007 -.059** 1.00 
14. Race of Head .063** .148** -.072** 1.00 
15. High School Graduate -.006 -.117** 2io** -.170** 1.00 
(Head) 
16. More than High School (Head) .003 -.162** -.162** -.147** .467' 
17. Financial Problems .010 -.003 -.046** .055** -.007 
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Appendix B. (continued). 
Variable 16. 17. 
1. Bankruptcy 
2. Family Size 
3. Household Taxable Income 
4. Household Transfer Income 
5. Age of Household Head 
6. Sex of Household Head 
7. Marital Status of Household Head 
8. Home Ownership 
9. Mortgage 
10. Annual Weeks Employed 
11. Farm Owner 
12. Business Owner 
13. Health Status of Head 
14. Race of Head 
15. High School Graduate (Head) 
16. More than High School (Head) 1.00 
17. Financial Problems -.012* 1.00 
**p = <.01; *p = <.05 
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